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. HY, Miss Baker...I thought every- 
thing was running smooth as glass 
in the Home Service Department!” 

“It’s not my department I’m kicking 
about... it’s... well, it’s that sign in the 
Main Street window...” 

“That Silex sign?” 

“Yeah...it says ‘Silex with Stove, $4.95’ 
...and that’s all. Why that stove alone is 
worth a window by itself!” 

“Wha-at? A stove’s a stove, isn’t it?” 

“Not that stove... You see, Mr. Watts, 
in making coffee, one of the most impor- 
tant things is that the coffee and the water 
be kept together exactly the right number 
of seconds to infuse properly — long 
enough to get all the flavor, but short 
enough to miss the bitter taste. This Silex 
stove is scientifically designed to do just 
that. A woman shuts off the current when 


COMPLAINT TO 
MAKE, MR. WATTS 


the water reaches the upper bowl, and the 
Silex does the rest all by itself. There’s 
no watching the clock... or juggling the 
Silex off the stove. It’s self-timing. In fact 
fool-proof! You can’t miss having perfect 
coffee every time with an electric Silex.” 

“What — ‘Self-Timing?’ — self-operat- 
ing ? Why, Miss Baker, that’s sensational. 
We'll tell every woman about that stove 
...and how! Get me that display man, 
and the advertising manager, pronto! It 
all spells more KWH to me!” 


Self-Timing is the Story! 


And only Silex Glass Coffee Makers have 
this self-timing stove. That’s the special 
feature that makes women use their Silex 
every day...and an average of 87 KWH a 
year per meter. Plan your Silex promotion 
now. Call in your Silex representative. He 
has plenty of ideas and material that will 
help you add a lot 

more KWH to your 

load! 








Every Electric Silex has 


a “Self-Timing”’ Stove! 
p> It’s an exclusive Silex feature, patented so 


others can’t copy. Women love it... makes uni- 
form, better-tasting coffee every time. All electric 


BRETTON BLACK 
ELECTRIC MODEL 
with wide neck 
for easy 
cleaning 


$495 retail 


Silex Glass Coffee Makers have “Self-Timing” 
Stoves. And electric models are priced from $4.95 


to $29.95. Illustrated, 8-cup, black trim... 
EXCLUSIVELY 


PYREX BRAND GLASS USED 





ASS COFFEE AMAKER ®, 


TRACE MARK BIGISTERES © BAT OFF. 


THE SILEX COMPANY .. . HARTFORD, 
Creators of the Glass Coffee Maker Industry 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 


CONNECTICU 














Public Utilities Fortnightly 





Certified by A. 
G. A. Test- 
ing Laboratory. 
Sizes 4" up. 
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Descriptive folders on 
his regulator will be sent 
without obligation for 
distribution to your 
rade. Ask for current 
atalog and Price .List on 
Barber Conversion Burn- 
rs, Appliance Burners 
and Regulators. 


HE BARBER GAS 


A Regulator 
You Are Safe 
InRecommending 
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L has become a definite part of 
the Gas Company’s responsibility, 
toward the public whom it serves, to make recommendations 
as to appliances and control equipment. Care in the selec- 
tion of such equipment means better satisfied customers for 
the utility. 


ee 
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Barber Gas Pressure Regulators have a long record of 
successful service, and meet rigorous standards as to pre- 
cision of operation and long-time reliability. 


Carefully constructed of the best materials, Barber Regu- 
lators are also styled in conformance with modern gas ap- 
pliance design. Bodies are all bronze, working parts of 
brass, springs of phosphor bronze, diaphragm of selected 
sheepskin. Moderately priced, Barber is today’s finest regu- 
lator value. 


BURNER CO., 


3704 Superior Avenue, Cleveland, Ohio 


REGULATORS 


Barber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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It's 
ALL FACT 


and 
NO FICTION! 


The straight story 
on mechanical addressing 


This book may prove an eye-opener 
to you. It discloses many facts you 
should know about modern mechanical 
name and data writing—vital information which has probably 
never before been brought to your attention. Short, terse, to the 
point, it nevertheless covers every angle of comparative costs, 
speeds, flexibility, etc., of existing methods. When you've read 
it you’ll have the straight story on what’s been going on in ad- 
dressing equipment development, what today’s new trend is, and 
why. It was personally written by the head of the Elliott 
Addressing Machine Company, for your executive consideration. 
Kindly request your copy on your 
business letterhead. 


THE ELLIOTT ADDRESSING MACHINE 
COMPANY 


157 Albany Street Cambridge, Mass. 





<em United Gas & Fuel Co., Hamilton, Ont., Can. 
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Pages with the Editors 


IKE most newly coined words and phrases 
which overnight come into widespread 
usage, the term “fifth column” is being tossed 
around pretty loosely these days. So much so, 
that the meaning originally assigned to it has 
occasionally become obscured. 


Its origin is attributed to the commander of 
the defending forces of the erstwhile Span- 
ish Republic in the besieged city of Madrid. 
Referring to four columns of General Franco’s 
troops then converging on the capital city, he 
said that there was a “fifth column” secretly 
operating within the city and ready at a given 
signal to throw off their masks of sympathy 
to the Republic and aid in demoralization of 
the defense. Since that time the term is gen- 
erally supposed to be applied to any wolf in 
sheep’s clothing (or sheep in wolf’s clothing— 
if you care to look at it more sympathetically) 
lurking among the defending population with 
the intention of aiding invading forces. 


But today in our excitement over rearming 


America conservatives have referred to 
some of the extreme New Dealers of known 
left-wing affiliations as being members of the 
“fifth column.” Smarting under such criticism, 
some of the left wingers have recently retali- 


W. D. GAY 


Has everybody the right to electric service at 
a price he can afford to pay? 


(SEE Pace 10) 
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J. E. BULLARD 


A handful of traitors in a utility plant could 
become a “hand on the throat” of 
American defense. 


(SEE Pace 3) 


ated by saying that the ultra conservatives are 
the real “fifth column” operators, because they 
do not see eye to eye with the prevailing ad- J 
ministration, 


ACTUALLY, a moment’s thought ought to 
make it apparent that the principal value 
of a “fifth column” operator lies in his very 
ability to cover up his dissatisfaction with at- 
fairs of a prevailing government, whether it 
be for or against administration policies. He 
is far more likely to be found making himself 
as inconspicuous as possible by agreeing with 
everybody than mounting a rostrum and de- 
nouncing somebody or other inside or outside 
of the government. 


» 


Tt would follow from this that the “fifth 

column” operators are not going to be 
rounded up so simply as throwing a dragnet 
out for soap-box fanatics or soft-headed but 
misguided philanthropists who have been sub- 
sidizing varicolored shirt movements. Prob- 
ably the best advice for such a’ search is con- 
tained in an old childish ditty that goes: 
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RILEY STEAM GENERATING UNIT 


Installed in the plant of 





A' Large Texas Utility 
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250,000 Pounds of Steam per hour. 975 Ibs 
Pressure. 910° F. Steam Temperature. 


Riley Boiler, Superheater, Steam Temperature Control, 
Economizer, Air Heater, Water Walls, Steel Clad 
Insulated Setting. 


. Steam 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
8ST. LOUIS CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
PULVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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PAGES WITH THE EDITORS (Continued) 


I lost my little fuzzy dog 

But I found him again becuz 

I thought where I'd go if I were a dog. 
And I looked and there he wuz. 


In other words, where would you go and 
what would you do if you were a sincere 
and able “fifth column” operator bent on para- 
lyzing the defense organization of the United 
States? The answer can be taken right out of 
the recent tragic history of actual “fifth 
column” operations during the German in- 
vasion of the Scandinavian and low countries. 
These inside operators invariably bobbed up 
as soon as the signal was given in or near vital 
public utility plants. Where they could not 
actually gain access so as to seize control of 
telephone, telegraph, electric power radio, and 
transport facilities, they are reported to have 
planted time-bombs and radio “dingbat units” 
about as big as a derby hat, which sent out 
radio beams for the guidance of invading 
bombers. 


THE leading article in this issue is a serious 
analysis of the possibility of “fifth column” 
operations in the utility business. What is 
more important, the author ventures a 3-point 
program for checking and ousting these ele- 
ments. J. E. BuLLARD, the author, has for more 
than two decades been a prolific contributor 
to business and technical periodicals. He is a 
graduate of Brown University (Ph.B., 703). 
He served as a YMCA secretary with the 37th 
Division of the AEF in 1918. He is now en- 
gaged in free-lance literary and editorial work 
from his home in Central Valley, N. Y. 


¥ 


HE second article in this issue deals with 

an interesting innovation in utility rate- 
making procedure recently suggested by at 
least two members of the Federal Power Com- 
mission. The author of this article, W. D. 
Gay, for the past several years has been man- 
ager of the utility department of Standard 
Statistics Company, Inc., and, in this capacity 
has made innumerable contacts with utility 
executives and members of utility boards. Mr. 
Gay is a graduate of Harvard University (’26) 
and prior to his present connection was em- 
ployed by one of the largest banking institu- 
tions in New York city. 


> 


P gen in this issue are two newcomers to the 
pages of the Forrnicutity. E. F. Mc- 
NAUGHTON, whose article on “The California 
System of Continuous Utility Rate Inquiry” 
begins on page 20, is the director of the public 
utilities department of the railroad commission 
of the state of California. Mr. McNaucu- 
TON is rightly proud of the results by way of 
utility rate reductions which have been ob- 
tained by the regulatory formula perfected in 
California and, which has been favorably com- 
pared with the more publicized success at- 
tained under the celebrated Washington Plan. 
In a word, the California system seems to be 
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WALTER J. HERRMAN 


A fair return is one which supports the credit 
of a properly capitalized utility. 


(SEE Pace 27) 


based on a theory of “preventive” regulation as 
distinguished from “curative” regulation. 


¥ 


r. HERRMAN, whose article on “Capital 

Costs in the Public Utility Industry” be- 
gins on page 27, is engaged in analytical work 
in the investment field, being associated at the 
present time with the firm of M. H. Lewis & 
Company of Los Angeles, Cal. He is a gradu- 
ate of the University of California (E.E., 
22) and has specialized in valuation and rate 
research. The material for his present ar- 
ticle was gathered during the years 1937 and 
1938 when in collaboration with Carl I. 
Wheat, Washington attorney, then special 
counsel for the FCC, Mr. HERRMAN made a 
study of the rate of return in the public 
utility industry in connection with the special 
telephone investigation then being conducted 
by the FCC. 


MONG the important decisions preprinted 
A from Public Utilities Reports in the back 
of this number, may be found the following: 


WritE-ups in recognition of appreciated 
values are considered by the New Jersey 
board on an application for approval of secu- 
rity issues to redeem outstanding bonds. (See 
page 207.) 


THE next number of this magazine will be 
out July 18th. 


— 
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These Are Records ... Crumbling Ashes 
After A Utilities Record Building Burned 


Not merely old papers were destroyed 
yhen fire struck a New York utility October 
8, 1939. Included were fixed property 
ecords, vouchers, cancelled checks, meter 
formation. Two years of work went up in 
moke when the company’s continuing prop- 
rty data were burned. 


Once more tile walls and concrete floors 
ailed to save inflammable paper. Only 25% 
f the salvaged documents were legible 
nough to be copied. 
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Don’t duplicate this costly experience. 
Appraise the worth of the safe-equipment 
now “protecting” your record assets. Do it 
at once—while they’re intact. Precautions 
you take may prevent a crushing loss. 


Remington Rand will help with your 
analysis, will lay out a definite program, will 
specify record protection equipment pre- 
cisely certified for the value of your records 
and the hazards they face. Get in touch with 
our nearest branch. Write or ’phone today. 
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¥ 
In The Latest Utility Rulings 


FPC fixes returns on investment—rejects re- 
production cost, 58. 


Power to dispose of cases after member leaves 
commission, 59. 


City’s agreement to abide by FPC license con- 
dition challenged, 59. 


Wisconsin court upholds revenue bond issue for 
electric equipment, 60. 


Limitation upon commission power to regulate 
motor carrier employees, 61. 


Rates charged freight forwarders held dis- 
criminatory, 61. 


Miscellaneous rulings, 62. 
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ngineering executives purchase equipment on demonstrated performance. That's why en- 


ineers in every conceivable industry purchase Vulcan and the reason why Vulcan was sold 


forty-three states, every Province of Canada, Porto Rico, Territory of Hawaii and eleven 


oreign countries during the past year. The following partial list of representative contracts 


or 1939 demonstrate the popularity of Vulcan among engineers in every type of industry 


ho have taken the time to investigate the reasons for Vulcans rugged dependability. 


any of these contracts are repeat orders, real evidence that Vulcan gives highest satis- 


action. 





Socony Vacuum Oil Co East St. Louis, Mo. 
Town of Albion Albion, Indiana 
Pairpoint Corporation New Bedford, Mass. 
Charleston Navy Yard Charleston, S. C. 
U. S. Naval Academy Annapolis, Md. 
Metropolitan Life Insurance Co....New York City 
Park Chester Housing Development 
Griesdieck Western Brewery Belleville, Il. 
Minot Normal School Minot, N. D. 
Southland Paper Mills Lufkin, Texas 
Bethlehem Steel Company Leb . Penna. 
Norfolk Navy Yard........eseeeeeee Norfolk, Va. 
Fairmont City Light Co Fairmont, Minn. 
Evenson and Levering Company....Camden, N. J. 
Socony Vacuum Oil Company Brooklyn, N. Y. 
City of Bellefontaine Bellefontaine, Ohio 
Gallinger Hospital Washington, D. C. 
Colorado State Agricultural College 
Fort Collins, Colo. 
Navajo Agency Ft. Defiance, Arizona 
Victor Chemical Company....Mt. Pleasant, Tenn. 
McChord Field, U. S. Army....Ft. Lewis, Wash. 
B. F. Goodrich Company Clarksville, Tenn. 
Canadian National Railways.Winnipeg, Man., Can. 
Carnation Compny Sherbrooke, Quebec, Can. 
Alexandria Steam Generating Co... Alexandria, Va. 
South Porto Rico Sugar Company 
Santa Domingo, Dom. Rep. 
George Ziealer Company Milwaukee, Wis. 
Atlas Powder Company Stamford, Conn. 
Colorado State Capitol Denver, Colo. 
Hercules Powder Company Hercules, Del. 
U. S. Military Academy West Point, N. Y. 





Container Corporation of America 
Circlesville, Ohio 
Commodore Perry Housing Project. ..Buffalo, N. Y. 
DeKalb State Teachers College DeKalb, Ill. 
United States Shoe Corp Norwood, Ohio 
The May Company Cleveland, Ohio 
United States Naval Hospital...San Diego, Calif. 
Frankford Arsenal Philadelphia, Penna. 
Central Park Pumping Station i 
Virginia Public Service Co 
Atlas Powder Company 
City of Fairmont Fairmont, Minn. 
Froedtert Grain and Malting Co..Milwaukee, Wis. 
Sonoco Products Company Garwood, N. J. 
Sheridan Brewing Company....Sheridan, Wyoming 
City of Fort Collins Fort Collins, Colo. 
Ingenio Riogaila....Buenaventure, Columbia, S. A. 
South Carolina Electric and Gas Co....Parr, S. C. 
American Woolen Company Fulton, N. Y. 
Keystone Public Service Company. Oil City, Penna. 
Alabama Power Company Chickasaw, Ala. 
Pennsylvania Power and Light Co. 
Harrisburg, Pa. 
Holyoke Gas and Electric Co Holyoke, Mass. 
Durkee Famous Foods Chicago, Ill. 
Blanton Company St. Louis, Mo. 
Continental Diamond Fibre Co..Bridgeport, Penna. 
Westinghouse Electric and a 
Company, Lima, Ohio 
Libby, McNeill and Libby 
Vanadium Corporation Naturita, Colo. 
Philadelphia Electric Company....Chester, Penna. 





ulcan Soot Blower Corporation does not 
build down to a price. Vulcan builds into their 
arte: thirty-seven years of experience; 
build by highly skilled engineering and plant 
personnel of long service, using the highest 
pe material that hard exacting service has 
Hemonstrated is the most practical for its 
purpose. The result is trouble free, long years 


of service, making unnecessary frequent serv- 
icing—and when service is required, skilled 
field engineers on their rounds, offer it gladly 
to maintain your Vulcan equipment in top 
condition. Ask the Vulcan Sales or Field En- 
gineer WHY Vulcan MUST build into their 
equipment the most rugged, trouble free, 
lowest maintenance you can buy. 


VULCAN SOOT BLOWER COR?P., Du Bois, Penna. 
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EXCERPT 
Puget Power News of Puget 
Sound Power & Light 
Company. 


FraNkK KNox 
U. S. Secretary of the Navy. 


RayMonp E. BALDWIN 
Governor of Connecticut. 


EpiTor1AL STATEMENT 
Industrial News Review. 


Lron PHILLIPS 
Governor of Oklahoma. 


EpitoRIAL STATEMENT 
The Nation. 


WILLIAM GREEN 
President, American Federation of 
Labor. 


Joun C. PAGE 
Commissioner, Bureau of Rec- 
lamation. 


E. L. SHEA 
President, The North American 
Company. 


Cari E, BAILEY 
Governor of Arkansas. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“... PUD means just one thing—Put Up Dough.” 


y 

“There can be no free enterprise system without com- | 
petition.” 
¢ 


“We have a slogan in Connecticut : ‘There is no substi- 
tute for a good job—a good job in private industry!’ ” 


* 


“|. no country can exist or prosper half socialized 
and half free.” 


¥ 


“More people are finding out every day that we are be- 
ing taken over by the bureaucrats.” 


¥ 


“What an investigating committee fails to do is some- 
times more revealing than what it does.” 


> 


“We know from experience that nothing can destroy a 
trade union quicker than engaging in partisan politics.” 


¥ 


“The biggest job faced by conservationists in the United 
States . . . has been to combat the habit of thinking in 
terms of limitless resources.” 


¥ 


“Many of us have come to think of holding companies 
as referring only to utility holding companies, but to a 
large extent holding companies are the very sinews of 
all American industry.” 


> 


“It appears to me that it is the obvious purpose of cer- 
tain ‘quack’ statesmen in Washington to perpetuate the 
palliations of economic and social pain for the similar 
purpose of making of the people of the United States 
political drug addicts.” 


12 
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FOR CUSTOMERS’ BILLING 


A fast, new machine that is equally adapt- 
able to bill and stub, bill and ledger, or 
bill and register sheet plans of customer 
billing. 


FOR BILL PROOF, RATE, AND 
REVENUE STATISTICS 


A multiple register machine which produces 
rate and revenue statistics as a by-product 
of the bill proving operation. 


FOR CASHIERS 


A low-cost machine that receipts customers’ 
bills and at the same time provides a locked- 
in record and total of money collected. 


FOR GENERAL ACCOUNTING 


A range of machines with features that speed 
up and simplify the handling of general ac- 
counting records, including material and sup- 
plies, labor, transportation, accounts payable, 
operating, construction, general ledger and 
property records. 


FOR FORMS WRITING 


Electric forms writing machines with fea- 
tures that reduce the cost of multiple forms 
including delinquent notices, purchase orders, 
accounts payable vouchers, reports, etc. 












The above are only a few of the many recent 
Burroughs developments that do the work in 
less time, with less effort, at less cost: Your 
local Burroughs office will be glad to give 
you complete information about them. 


BURROUGHS ADDING MACHINE COMPANY 
6379 SECOND BLVD., DETROIT, MICHIGAN 


i REMARKABLE REMARKS—( Continued) 


GENE WALLIS 
Former editor of radio-fascimile 
newspaper published by Dallas 
Morning News. 


WitttAmM McC. Martin, Jr. 
President, New York Stock 
Exchange. 


Emmett F, CoNNELY 
President, Investment Bankers 
Association of America. 


JamEs B. BLack 
President, Pacific Gas and Elec- 
tric Company. 


H. W. Prentiss, JR. 
President, National Association 
of Manufacturers. 


A. E. Bryson 
Vice President, Halsey, Stuart 
& Co., Inc. 


Watter C. BEckyorD 
President, American Gas 
Association. 
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“The [Dallas Morning] News has no intention of dis- 
continuing its experiments in facsimile, but it will prob- 
ably be a long time before it is available to private in-~ 
dividuals. We don’t want to foist upon them a device 
that isn’t ready. And our biggest problem is, ready for 
what ?” 


¥ 


“The greatest impediment to the successful codperation | 
of business and government lies in the wide discretionary ~ 
power vested in [government] administration. I recognize 
that emergencies sometimes arise which require unusual | 
methods, but government by law is always superior to 
government by men.” 


> 


“Many of these [government] experts, by their own 
public utterances, lean heavily toward a new social order 
and if they do not actually believe in the abolishment of 
the system of free enterprise, at least they are very much 
in favor of having it controlled 100 per cent by the 
Federal government.” 


¥ 


“Good [utility] service requires ample and well-main- 
tained physical facilities, and a carefully trained and 
adequately paid personnel operating under good condi- 
tions. It also requires that a fair return be paid to those 


who have supplied the capital required to provide the 
plant and equipment needed to carry on the business.” 


¥ 


“Under national economic planning you would have 
here eventually just what you see in the dictator-con- 
trolled countries of Europe today; the suppression of all 
teaching except that which is in line with the general 
ideas of the government; censorship of the press; the end 
of freedom of expression, and the destruction of religious 
liberty.” 


* 


“It may well be that the present decade will prove the 
decisive period in determining whether the [utility] in- 
dustry will continue as a vigorous, expanding, private en- 
terprise or a sprawling public servant feeding at the gov- 
ernment trough and shot through with the inefficiences 
that are an inevitable part of political control or manage- 
ment.” 


¥ 


“While it is true we in the gas industry cannot show 
the manifold uses to which electricity is adapted, and the 
wizard of the modern age is electricity, nevertheless in 
the necessity for heat which is paramount in any civilized 
nation, gas carries the predominant share, and the ratio 
of energy supplied in the form of gas versus electricity is 
still about seven to one.” 
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YOUR POSTING DEPARTMENT 
WILL LIKE THIS ‘THOUGHT-OUT’ 
METER READER — 


REG.U.S.PAT. OF 





‘THOUGHT-OUT’ 


© AS TO ITS RUGGED CONSTRUCTION 
© ITS DEFIANCE OF DENTS OR NICKED EDGES 


@ ITS UTTER DISREGARD OF ALL WEATHER CONDITIONS 
—THUS NO WARPING 


© ITS EASY HANDLING AND POCKET-FIT 


© ITS BINDING OF ONE PIECE TAN SOLE LEATHER 
RIVETED TO HEAVILY NICKELED METAL HINGES 


© ITS SMOOTH CONTOUR AND COMPACTNESS 
@ AND ITS PROVEN ECONOMY... YOU'LL LIKE 


SEND FOR 
our new illustrated AULT Ss 
three-color broadside REG. U.S. PAT. OFF, 
—it contains informa- 
acti METER READER 
most valuable to your 
Meter Reading De- 
ae BINDERS 


STATIONERS LOOSSeee ar CoO. 
524 N. BROADWAY _ -:. MILWAUKEE, WIS. 
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COMBUSTION 
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/s ON THE RECORD | 


AT RIVERBEND STATION 


he two C-E Steam Generating Units 
t the Riverbend Station of the Duke 
Power Company have now seen more 
han 11,750 hours of operation at an 
verage output of 249,000 lb of steam 
er hr. Their impressive record of re- 
ability is revealed by the fact that 
hey have been operated as r<quired 
or system load conditions without a 
ingle forced outage or reduction of 
apacity chargeable to the steam gen- 
rating units. 

These units comprise C-E 3-Drum 
ent Tube Boilers, equipped with 
lesco Superheaters and Ljungstrom 
Air Heaters. The furnaces are water 
ooled throughout, having finned tube 
alls and plain tube arch and bottom 


“mecreen. The units are fired with pul- 


erized coal using C-E Raymond Bowl 
ills and C-E Burners, and are de- 


bigned to produce 275,000 lb of steam 


per hr at 675 lb pressure and 825 F 


at the superheater outlet. 


The installation at Riverbend went 
nto operation in July 1938. In De- 


COMBUSTION ENGINEERING COMPANY, 


cember of the same year, two addi- 
tional units, generally similar in de- 
sign, were ordered by Duke Power 
Company for their Cliffside Plant at 
Brice, N. C. On these units, capacity 
was stepped up to 400,000 lb, pressure 
to 900 lb and steam temperature to 900 
F. And again, in October 1939, two 
more units of identical design were 
ordered for their Buck Station at 
Spencer, N. C. 

Reliability is of paramount impor- 
tance in the modern power plant and 
is a major consideration in the design 
of every C-E Unit—it is “on the 
record” again at Riverbend station. 

Many an initial C-E installation has 
turned in the gratifying performance 
that leads to subsequent orders. The 
same engineering skill, sound judg- 
ment and high standards of construc- 
tion which underlie such successful 
performance are available to you. 
Utilize them to your own advantage. 
Invite C-E to discuss your anticipated 
steam generating requirements. 


INC. 


200 Madison Avenue, New York, N. Y. 
CANADA: COMBUSTION ENGINEERING CORPORATION, LTD., MONTREAL 


Products Include All Types of Boilers, Furnaces, Pulverized Fuel Systems and Stokers; Also Superheaters, Economizers and Air Heaters 


ENGINEERING 
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MOST POWER 


when it’s most needed 








CHEVROLET TRUCKS 


With Valve-in-Head Engines 
Have Maximum Power at Usable Speeds 


Chevrolet trucks lead in sales because so 
many truck users are convinced that Chev- 
rolets are the best buy. That is, Chevrolet 
trucks lead because they have the most desir- 
able balance of power, economy and durability 
— power to do the job well, economy to do the 
job at low cost, durability to stay on the job. 


Chevrolet trucks owe their superiority in 
power, economy and durability largely to the 
fact that they have Valve-in-Head engines. 
That’s why the Chevrolet truck engine excels 
others of its size—and even larger and costlier 
engines—in that most important of all truck 
engine qualities: high pulling power, or torque, 
at low engine speeds. 

You don’t have to “‘race your engine’ when 
you need a lot of pulling power in a Chevrolet. 
This Valve-in-Head engine develops its top 
torque of 168 lb. ft. at only 1100 r.p.m.—a 
greater maximum torque than a larger ‘‘8’’ 
develops when whirling at 2000 r.p.m., and 


only 2 Ib. ft. less than the maximum that a 
still larger and much costlier ‘‘8’’ develops 
when spinning at 2100 r.p.m. Highly im- 
portant to the truck user also is another 
advantage of the Chevrolet Valve-in-Head 
design, the fact that this engine develops high 
torque over an extraordinarily wide range of 
engine speeds—160 lb. ft. or more all the way 
from only 600 r.p.m. up to 2000 r.p.m. 
That’s power for you—high power at low 
engine speed—maximum power at usable road 
speed—most power when you need it most. 


Valve-in-Head means Ahead in Value 


When you have to race an engine to get top 
power, fuel and oil costs go up and engine life 
is shortened. That explains why the Chev- 
rolet Valve-in-Head engine, besides giving the 
most power when it is most needed, surpasses 
also in economy and in durability. Remember 
—Valve-in-Head means Ahead in Value. 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 
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More than a million use show that | 


1 - = ROBERTSHAW DIASTA 











All Robertshaw products enjoy the great advan- 
tage of the work carried on constantly at the 
Robertshaw Research Laboratory, a laboratory 
devoted exclusively to the development of im- 
proved designs and production methods in the 
field of automatic temperature control. 
Robertshaw’s stainless steel Diastat — electric- 
welded, solderless, non-corroding—is a Robertshaw product throughout. Into 
it has gone the best that forty years of manufacturing experience—plus un- 
equaled research, product development and manufacturing facilities—provide. 


ROBERTSHAW THERMOSTAT COMPANY 


YOUNGWOOD, PA. 





_ MORE INCOME FROM GAS RANGES. This different sales manual 
not only shows your salesmen how to increase their earnings but 
fires them with enthusiasm to go out and do it. Write for a copy. 
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OOSIER ENGINEERING COMPANY 


CHICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORK 
Canadian Hoosier Engineering Company, Lid. 


RECTORS OF TRANSMISSION LINES 
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SELL COMFORT fo 


GRINNELL ELECTRIC TYPE 
UNUSUAL OPPORUNITIES 


Grinnell Thermolier, Electric Type, opens 
new markets for efficient heating in isolated 
spots. 

It provides simple, easy installation. Consider 
it either for your own plants or as a top-notch 
specialty for your Sales Department. The spe- 
cially built electric fan combined with a pro- 
tected heating element assures a full measure of 
even heat. Six sizes and capacities. Write for 
full details. Grinnell Company, Inc., Executive 
Offices, Providence, R. I. Branch offices in prin- 


cipal cities of the United States and Canada. 


r isolated spots 


THERMOLIER OFFERS 
AS A LOAD BUILDER 


Ideal Heating Equipment 


fOr: TEMPORARY CONSTRUCTION 
BRIDGE CONTROL HOUSES 
VALVE HOUSES 
GATE KEEPERS’ HOUSES 
FILLING STATIONS 
PARKING LOTS 
GARAGES 
DRYING PROCESSES 
WAITING ROOMS 
CRANE CABS 


t 








VA 




















THE HEATING 
ELEMENTS 


G-E Strip Heaters, specially built, 
with protective coating good for 
1000° F, mounted to allow for expan- 
sion, protected against over-heating 
by thermal over-load cut-off which 
disconnects heating element if fan 
stops. Cut-off easily reset by a button 
control. 











GRINNELL //THE 


THE UNIT HEATER WITH 1 


4 POINTS OF SUPERIORITY 
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YOU'LL LIKE THESE 
PECIAL DODGE C.O.E. 
ADVANTAGES 


Easier to Get In and Out 
Level Floor (No Hump) 
ll-Width, Deep-Cushioned Seats 
Full-Width Door Openings 


Gearshift and Handbrake in 
Normal, Natural Position 


Short Turning Radius 
“Lighthouse” Vision 
Attractive, Full-Lined Interiors 


FREE Booklet— READ and SAVE! 


Learn how a truck to fit the job 
can save YOU money. Ask your 
Dodge dealer, or write Dodge Divi- 

tion, Detroit, Michigan, 


sPEND ON DODGE £6 X.za TRUCKS 


avraunadtn AyAccIC AMM DANY MANFIS AN 17 WHFFELRASES ep TRUCK 





Costs Nothing to Look . . . Saves Money to Buy 


You’ll take off your hat to Dodge engineering when you 
get the “‘low-down”’ on these Job-Rated C.O.Es.!They’re 
engineered and built for load-lugging performance and 
typical Dodge economy. Available now in both 2-ton and 
114-ton capacities, you’ll find each powered with exactly 
the right one of 6 great truck engines! You'll find them 
built and “‘sized’? throughout for long, dependable 
operation. They rate high with drivers, too, because of 
their easy step, and controls positioned exactly where 
you’d expect them. Dodge Job-Rated C.O.Es. are priced 
with the lowest! See your Dodge dealer for easy budget 
terms and a liberal allowance on your present truck. 





=) 
| 
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BEHIND THAT NAME STAND} 
A BATTERY WITH WORLD-WIDE ACCEPTANC 


N the world of industry, just as in the realm 
I science, art, or medicine, there are names that sta 
out—names that are synonymous with achievement 
leadership, success. 


Preeminent in the storage battery industry, an¢ 
therefore worthy of the respect accorded it by en 
gineers and users everywhere, is the Exide Battery 
For over fifty years the pioneer in the storage batte 
field, the history of Exide is, in effect, a history of th 
storage battery industry. 


That is why Exides are so confidently chosen, s 
widely used—by telephone, power, and transit com: 
panies, as well as thousands of private industrial or- 
ganizations. 


Put your faith in Exides—the batteries with world- 
wide acceptance. 


THE ELECTRIC STORAGE BATTERY COMPANY 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 


PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 
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You thread 
4 sizes of pipe 


without changing dies 
with this powerful new 


Fel Eec0L No.65R 








this Housing ev 
Breaks or Distorts pel 
will replace it Free 






N° MORE nee and delay ( 
changing dies to thread 
1”, 1%"; rion 2” pipe— 
this new RIZDID a 
’em all accurately with one 
set. Asimple shift of the tool 
does it. Besides, the new mis- 
take-proof workholders set 
to size quickly, tighten one 
pipe screw—no bushings 
needed. Take 2” couplings 
for 2“ close nipples. And / 
they’re all-steel malleable 
alloy, with drop forged hard 
ened tool-steel cam plates. 


For a smooth-working 
long-service threader, buy 
RIEAID No. 65Rs at your 
Supply Store. . . THE RIDGE 
TOOL COMPANY, ELYRIA,O. 





r: 


ay ae 







st ES) 


Pi ra ees 
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AS 


Fel Ell PIPE TOOLS 


In use all over the world 
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...90 they invested $40,000 more 
and gained a valve bargain 


A costly pipe line was recently installed involv- 
ing the purchase of valves running into six fig- 
ures. Valve bids were called. The Nordstrom 
Valve bid was approximately $40,000 more than 
for ordinary valves. The purchasing board fa- 
vored the lower quotations. 

“I'd like to see us choose Nordstroms, but $40,- 
000 is a lot of money. Maybe we had better save 
it and take a chance,” declared one of the officials. 
“H'm, there must be a good 

reason why Nordstroms are so 

extensively adopted for pipe 

lines,” commented a director 

of the company. “But,” he 

continued, “I think we can use 

the cheaper valves. They 

won't be operated more than 

once or twice a year, maybe 

not that often.” 


Finally the Line Superinten- 
dent was invited to present his 


It isn’t the price of a valve that counts ; 
it’s the service it renders. 
Choose Nordstroms. 

They keep up-keep down. 


recommendations. “A single valve failure could 
cost us more than $40,000,” he commented 
“Personal injuries as well as material losses car 
occur. Who will take the responsibility? Som¢ 
of these valves won't be closed once in five years 
then, no doubt, only for an emergency. A valv¢ 
with exposed seats might corrode. Stuff can set; 
tle in the recesses, so it can’t close tightly. From 
my observation Nordstrom Valves will always 
open or close, no matter for 
how many years they are un- 
touched,” he declared. 


This set the officials to think 
ing. They investigated. 


The result? Nordstrom wonfF 
the order. Yet, even though 
the valves cost $40,000 more, 
the savings in upkeep and the 
safety insurance for decades tol 
come will far offset this extra 
initial investment. 


MERCO NORDSTROM VALVE CO. 


cA Subsidiary of PITTSBURGH EQUITABLE METER CO. 
WORLD'S LARGEST MANUFACTURERS OF LUBRICATED PLUG VALVES; GASOLINE, OIL & GREASE METERS 


Branches: 


Main Offices: 400 Lexington Ave., PITTSBURGH, PENNA. 
New York City, Buffalo, Philadelphia, Columbia, Memphis, Chicago, Kansas Ci 


, Des Moines, Tulsa, Houston, Los Angeles, Oakland. 


Canadian Licensees: Peacock Bros., Ltd., Montreal. European Licensees: Audley Engineering Co., Ltd., Newport; Shropshire, England. 


Nordstrom Plug Valves * Nordstrom Air, Curb and Meter Cocks * Nordstrom Valve Lubricants ° 


PRO | |] CTS * EMCO Gas Meters * EMCO-McGaughy Integrators © EMCO Regulators * Pittsburgh Meters for 
® Gasoline, Grease, Oil, Water and other Liquids ¢ Raybould Couplings * Stupakoff Bottom Hole Gauges 
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DITTO D-44! 


UBLIC UTILITY COMPANIES 
IKE THIS MODERN HI-SPEED 
IQUID TYPE DUPLICATOR 


Public Utility companies everywhere are finding 

his new, electrically-operated, liquid type dupli- 

ator a boon to their operating efficiency. It gets 

ut copies of their financial and operating reports, 

ate schedules, specifications, engineering draw- 

gs, service orders, factory orders, forms and other jobs 
ith amazing speed, convenience and economy. Whole 
perations are speeded up and made more efficient. 


=-=-= MAIL TODAY TO- 


Ditto ze. 


2211 W. Harrison St., Chicago, Ill. 
Gentlemen: 
Send me copy of your book, * Coplen= 
Their Place in B ” No 


This machine uses no stencil, no type, no ink. It repro- 

uces 300 and more copies from one original, at a 70-a- 

ETERS (minute clip, in one to four colors, 6c for the first 100 copies, 
bc thereafter. Masters can be used repetitively—excellent 


akland. (Or accumulative reports. 
ngland. 





Get more facts about this new duplicator and its many 
hses in the Public Utility field. Write for Sip a aegnes 
Place in Business.” No obligation, of course. 


Company 
Address 


Se ee ee ee ee ee es eg 
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Look up in this new book: 


factors influencing adequacy of rates 
methods for determining rate base 
how to provide for depreciation 
and expenses 

income to which utility is entitled 
value of service 

trend in prices 

public policy 

necessity for surplus 

test period for determining rates 
regulation 

electric rates 

gas rates 

water rates 

telephone rates 

street railway rates 

service by the particular utilities 


See these 28 chapters: 
Section | Valuation 
The Rate Base 
Ascertainment of the Rate Base 
Auxiliary Expense Items 
Special Tangible Items 
Intangible Items of Value 


Section If Depreciation 
Nature and Kinds of Depreciation 
Necessity of Providing for Depreciation 
Depreciation Fund or Retirement Re- 

serve 
Accumulation of the Reserve 
Treatment of Accrued Depreciation 
< 4, E. 





General Consideration " Regarding 
Expenses 

Operating Expenses 

Section IV Return 

Gross Revenue 

Factors Affecting Reasonableness of 
Return 

Reasonableness of Return as a Whole 


Section V Discrimination 
Discrimination in Rates 
Discrimination in Service 

Section VI Rates 
Regulation of Rates 
— Underlying Rate Determina- 
on 
Electric Rates 
Rates for Other Utilities 
Section VII Service 
General Rules for Service 
Extensions of Service 
Abandonment of aes 
Ownership of Equipm 
Service by Particular” Utilities 


Let this new book help you solve 


present-day problems o 


DETERMINING FAIR AND 
PROFITABLE UTILITY RATES 





Here is a timely, important book which compre- 
hensively covers the field of public utility rate de- 
termination, service and discrimination, treating the 
subject from the viewpoint of the engineer and man- 
ager rather than from that of the lawyer or economist, 


Elements of 


UTILITY RATE DETERMINATIO! 
By John M. Bryant 


Professor of Electrical Engineering, Univ. of Minnesota’ 


and Raymond R. Herrmann 
Rate Engineer, Northern State Power Co. 


464 pages, 6x9, $4.50 


F ILLED with usable, factual information, this book th 
oughly discusses the factors, methods and problems 
volved in evaluating public utility property and service for t 
purpose of rate-making. In it the authors give the reasons f 
regulation of utility rates, describe the methods used to ag 
complish such regulation, and outline the practical limitatia 
involved. 

In clear, practical terms, it brings you the essentials of val 
ation, depreciation, expense, return, etc., as factors in th 
establishment of proper rates for the various utility service 


Just Out font 6 ee 


For illustrative mat 
rial and definitions th 
authors have used nt 
merous citations from 
background and ke 
cases decided by co 
missions and_ court 
and in no instance is an 
material offered which 
has not been actually 
\ tried and found work 
| able. 





PUBLIC UTILITIES REPORTS, INC. 
MUNSEY BLDG.., WASHINGTON, D. C. 
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t takes a TRUCK ENGINE 


the Gaff! 


% a Se geome ne 
An International Haij-Lon Pickup Truck working in Providence, K. 1., for Lhe Narragansett Klectric Company. 


he automobile tests many a fine quality mile. For more than a generation the 

mn an engine, but the TRUCK engine builders of International Trucks have 
puts up with a great deal more. If the built ALL-TRUCK trucks — and 

verage car is disposed of at 50,000 TRUCKS ONLY. For complete in- 

iles, hundreds of hard-working trucks formation on this famous line, see the 

should be entitled to retirement in a nearby International dealer or Com- 

ew months’ time. Nothing could be pany branch. Sizes from '%-ton to 

urther from the minds of either the powerful 6-wheelers. 

builder or the owner of the good truck. 

housands of International Trucks have INTERNATIONAL HARVESTER COMPANY 

raveled upwards of two or three hun- (Incorporated) 

dred thousand miles, every mile a truck 180 North Michigan Avenue, Chicago, Illinois 


INTERNATIONAL TRUCKS 
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SCREWLESS 


INTERLOCKING 
REGISTER Cosestuaction 


UST three snap washers hold your reg- 


ister together. They never work loose. 
They never “freeze,” even after long 
years of service. Neither profanity nor 
chisels are needed to remove them... 


they just snap off. 


NEPTUNE METER COMPANY - 50 West SOth Street, NEW YORK CITY 


a 
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Solution for a Problem of Inertia 


EOPLE, too, are sometimes hard to 
move. The sales curves on electric appli- 
ances, for example, present a picture of human 
inertia. They show that in every case sales 
were hard to get moving. People did not 
want to wash, iron, clean, and cook electrically 
until they had been educated to desire these 
Services.ayy 
During the first eight years after the 
introduction of the washer, only 150,000 were 
sold. Similarly, from 1910 to 1920 less than a 
thousand refrigerators per year were placed in 
service. And, it was 1930 before a million 
homes were cooking electrically. Even today 
only §5 per cent of wired American homes 
have toasters. These examples are typical. It 
has been difficult to gain acceptance for every 
new appliance. 


Even before General Electric had a single 
major appliance to sell, we carried on a national 
advertising program of gigantic proportions 
designed to help establish a new standard of 
electrical living. Our efforts in combating this 
human inertia have been continuous and var- 
ied. The latest is the establishment of a new 
pioneering organization. 

We have set up this new Pioneer Products 
Section to put the heat on the development of 
new appliances and to accelerate their rate of 
public acceptance. We believe that it will 
prove to be one more G-E contribution to the 
solution of this important problem of human 
inertia. Its activities add another item to the 
long list of extra benefits which you are con- 
tinually receiving because of your purchases 
of G-E equipment. 
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MAGIC MARGIN 


OPERATORS AGREE “It’s wonderful. 
MAGIC Margin makes the setting of 
margins a simple, automatic operation 
. . . It saves time—helps us turn out 
neater, more accurate typing faster.” 


“And that isn’t all,” these girls will 
add. “We like the New Easy-Writing 
Royal because it is modern through- 
out. Every feature, every control, is 
expertly designed to give the best re- 
sults with the least effort. There is no 
reaching or stretching—no straining of 
eyes, fingers, arms or nerves.” 


Give the New Royal THE DESK 
TEST ... Compare the Work! 
*Trade-mark, Reg. U. 8. Pat. Of. Copyright, 1939, Royal Typewriter Company, Inc. 
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Alcoa Aluminum Channel 
Bus Bars Supply Power 
ommehac hate): mae-Vep Ghitel aly 3 


These Aluminum Compartments 
House 24,000-volt Buses 














The Detroit Edison Company employs Alumi- 
num enclosures for the high current buses 
and switching apparatus at Essex Switching 
Station and the Conners Creek plant. Because 
it is non-magnetic, Aluminum avoids the heat- 
ing effect of magnetic materials under similar 
conditions. Equipment housed in Aluminum 
carries heavier loads without overheating. 

Some bus bars at these stations are likewise 
Alcoa Aluminum. They provide high electrical 
conductivity, are light in weight and highly 
resistant to corrosion. 

Aluminum housings and bus bars are easily 
fabricated from standard structural materials, 
purchased from stock. Aluminum construction 
: : is strong and neat, and needs no protective 
Ask our engineers for assistance on your bus coating of paint. Its lighter weight places less 
bar and enclosure problems. ALUMINUM COMPANY burden on supporting structures, thereby sim- 
OF AMERICA, 2134 Gulf Bldg., Pittsburgh, Pa. plifying construction and reducing costs. 


NEES LE LEE LEYS EH 


PRESARIO 8: 


¢ Bs : F of 


Yaa a 


ALCOA - ALUMINUM 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 


ad 








Fine plants choose FTL [QT 


‘OM any © 


some 


vi 
Ne ilu. 


Po Wes 


NDIANA 
;OUTHERN | | 
AS & ELECTRIC CO- 


Above: Elliott 1250-hp., | 


3600-r.p.m. squirrel- 
cage motor driving 
high-pressure boiler- 
feed pump for topping 
turbine. 


e 
Right: Elliott 75-hp., 
450-r.p.m. squirrel-cage 


induction motor direct- 
connected to induced 


vz MOTOR! 


HE favor of well-known ¢ 

tral stations is not giv 
lightly. Auxiliary drive mot 
that gain that favor must eq 
it — as Elliott squirrel-cage n 
tors have. How well they ha 
earned it is shown by the sta 
ing and number of the pow 
systems that choose them. 


Taking every advantage | 
the inherent ruggedness of th 
squirrel-cage type of moto 
Elliott engineers give each m 
chine individual design as x 
quired to fit it to its specific jol 

In the field of large twa 
pole squirrel-cage motors, th 
experience of Elliott Compan 
is outstanding. 


GET A COPY 0 


our Bulletin L-7 ill 
trated. Read abou 
Elliott squirrel-cag 
motors in general. f 
us what we would sug 
gest for your parti 
lar drive. 
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PRODUCTS-~—TURBINE-GENERATORS . 
MOTORS ~. GENERA 
CENTRIFUGAL BLOWERS 


MECHANIC 
MOTOR-GENERATORS . 
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DRIVE TURBINES 
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{ New York World’s Fair observes “Broadcasting Day,” N. Y., 1940. 





7 Ceoetion Gas Association concludes meeting, Jasper Park Lodge, Alberta, Can., Ss 





q American Society of Civil Engineers will convene, Denver, Colo., July 24-26, 1940. 





q Michigan Independent Telephone Association will hold convention, Lansing, Mich., 
July 24, 25, 1940. 





4 Michigan Gas Association starts annual convention, Mackinac Fe Mich., 1940. 
{i National Conference on Planning opens, San Francisco, Cal., 0. 





TApontartion Cas Gas Measurement Short Course will be held, University of West Virginia, 
organtown, W. Va., Aug. 19-21, 1940. 





Y American Institute of Electrical Engineers will hold Pacific Coast convention, Los 
Angeles, Cal., Aug. 26—30, 1940. 





baer Municipal League of Utah will hold convention, Logan City, Utah, Aug. 22-24, 





{ North Dakota Telephone Association opens convention, Fargo, N. D., 1940. s) 








Tier South Dakota Municipalities will convene for session, Pierre, S. Dak., Sept. 


5, 6, 





Tiaatee Engineering Society will hold meeting, Spring Lake, N. J., Sept., 9-12, 





{ University of Texas starts traffic engineering conference, Austin, Tex., 1940. 





{ American Water Works Association, Michigan Section, will hold meeting, Ann Arbor, 
Mich., Sept. 11-13, 1940. 














{ Pacific Coast Gas Association will hold annual convention, Coronado, Cal., Sept. 
18-20, 1940. 
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The “Fifth Column” in 
Public Service 


National concern over the state of American defense is likely to result in 

more careful study of the citizenship status and native loyalty of persons 

engaged in the rendition of vital public utility service. The author sug- 

gests a 3-point program for keeping subversive elements out of utility 
plants and out of unions of utility workers. 


By J. E. BULLARD 


ciple of Marxian doctrine that 
workers in transportation and 
communications industries are in a 
peculiarly strategic position to wreck 
capitalism. Handbooks on communistic 
revolutionary technique have stressed 
the obvious fact, recognized long ago 
by Lenin, that a handful of workers in 
a railroad station or telegraph office 
could cause more serious sabotage dur- 
ing a military emergency than a whole 
battalion of workers at other posts. 
Likewise in the recent invasion of 
Norway the first thing the Nazi “fifth 
column” did when the signal was given 


[’ has long been a well-known prin- 


was to make a bee-line for power- 
houses, telephone and radio stations, 
and transportation terminals. Here in 
the United States the avowed Com- 
munists and their “fellow travelers” 
seem to be following the orthodox 
revolutionary pattern. 

They have made a special effort to in- 
filtrate union organizations of utility 
workers. The maritime and transpor- 
tation unions (other than railroads) 
are reported to be heavily infested with 
this element. The Federal Communi- 
cations Commission in a recent report 
to Congress urging a merger of the do- 
mestic telegraph industries gave a 
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frank warning that the question of for- 
eign influence over the personnel of all 
forms of American communications 
should be checked constantly. 


gm more recently the Dies com- 
mittee of the House of Representa- 
tives elicited testimony to the effect that 
a national union organization which 
has concentrated on telegraph and 
commercial radio operators was so 
permeated with Communist sympa- 
thizers that the secrecy of American 
communications for the purposes of 
national defense is in grave danger. 
Already some minor instances of sabo- 
tage, in no reasonable way connected 
with ordinary labor disputes, have oc- 
curred. Last May, Federal agents in 
Los Angeles were reported to have in- 
vestigated three attempts in ten days to 
interfere with water and power sup- 
plies of aircraft plants manufacturing 
planes for the United States defense 
and for the Allies. 

This is by no means to suggest that 
the typical utility worker is any less 
patriotic than his brother in other lines 
of industry. Quite the contrary. It is 
only to suggest that, by virtue of his 
strategic position, he has to be more 
alert; that he is the object of more 
temptation and will be called upon to 
show a greater degree of unswerving 
loyalty and devotion to American 
ideals than workers in other lines. 


Citizenship status is one obvious 


point of inquiry by management into 
utility personnel. There may be good 
reasons why a man or woman should 
continue to work for a public utility 
while retaining technical allegiance to a 
foreign power. But it would be an ex- 
ceptional circumstance and would war- 
rant a satisfactory explanation. 
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Some weeks ago the New York 
Civil Service Commission, after sur- 
vey, announced that from one to two 
per cent of the employees of Brooklyn- 
Manhattan Transit and the Interbor- 
ough Rapid Transit subway systems, 
recently taken over by the city of New 
York, were unable to meet the local 
citizenship requirements. Many of 
these were probably more careless 
about taking out their citizenship 
papers than unpatriotic. But just such 
a check-up on utility personnel may 
have the commendable effect of prod- 
ding such sluggards into an affirmative 
declaration of their intention to pledge 
allegiance to the flag of the country 


where they are able to earn their living. 


geome the greatest difficulty of 
utility management in taking steps 
to insure the exclusion of subversive 
elements from its employment is to 
avoid running into head-on collision 
with government labor regulation as 
conducted so far under the auspices of 
the National Labor Relations Board. 
Admittedly utility labor should not be 
stripped of all its rights simply because 
an emergency has arisen. Care must be 
taken to protect utility labor from any 
possibility of unfair exploitation under 
color of anemergency. The fact, how- 
ever, remains that the existing set-up is 
simply a natural breeding ground for 
difficulty. 

This is not to infer that utility labor 
now shows or has ever shown signs of 
being unduly fractious. On the con- 
trary, the records of the heroism and 
loyalty of utility employees, from the 
“trouble shooter” braving electrocu- 
tion in a sleet storm to the telephone 
operators who have stuck at their posts 
through fire and flood, have become a 
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proud tradition in the annals of our 
national history. Furthermore, the rec- 
ord shows that the number of utility 
strikes has been comparatively negligi- 
ble. Utility employees have been justly 
called “soldiers of service.” They have 
been asked to risk their lives for the 
benefit of their fellow man as a matter 
of routine and long before the bugles 
started to blow in Europe last fall. 

This reputation for devotion to 
service can and will be preserved if 
both the utility employee and employer 
are allowed to get together on a work- 
able formula for ironing out labor dis- 
putes without the intrusion of foreign 
elements. Incidentally, the wage and 
hour standards of all lines of utility 
employment are shown to be very high 
by the U. S. Bureau of Labor Statis- 
tics, as compared with all other indus- 
trial lines. So there is really no factual 
basis on either side for expecting labor 
trouble in the utility branches. And it 
is a pretty good bet that there will be no 
such labor trouble if outside interests 
can be kept on the outside. 


© Se and time again it has been 
stated by those in authority that 
government employees cannot strike. 
They may have their unions but the 
government does not grant those 
unions the right to call strikes. When 
union leaders do attempt to call 
strikes, the government takes effective 


steps to stop such action. Attempts 
which have been made in the case of 
the WPA are examples. Government 
labor is under strict control and is 
denied many rights which private em- 
ployers are required by the National 
Labor Relations Act to grant. 

Today there is a more serious threat 
in this direction than ever before. Sup- 
pose that there are radicals in the em- 
ploy of a power company. Suppose 
these radicals are leaders in a radical 
union—trouble makers. Suppose the 
company discharges them and they 
appeal to the National Labor Relations 
Board. Is there any certainty that this 
board will look at the facts from the 
broader point of view of national de- 
fense? Of course, it stands to reason 
that these radicals have been extremely 
active in union activities. Stirring up 
labor agitation is their chief stock in 
trade. 

Let us assume that the management 
has become suspicious of their loyalty 
and has discharged them not for union 
activity per se, but because it appeared 
that these radicals were not so much in- 
terested in the plight of labor as in 
making trouble for trouble’s sake. 

Naturally, the ousted agitators will 
claim that they must have been dis- 
charged because of their union activi- 
ties. Should the labor board share this 
view (and there surely is no certainty 
that it will not), the company will be 


e 


“CITIZENSHIP status is one obvious point of inquiry by man- 

zener into utility personnel. There may be good reasons 
why a man or woman should continue to work for a public 
uttlity while retaining technical allegiance to a foreign power. 
But it would be an exceptional circumstance and would war- 
rant a satisfactory explanation.” 
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ordered to reinstate those who have 
been discharged and to pay them all 
back wages in full from the day they 
were discharged. 

What are we, as a nation, going to 
do about such a situation? Some sort 
of compulsory mediation _ set-up, 
whereby such vital defense industries 
as utilities would be shifted from the 
control of the NLRB to the super- 
visory jurisdiction of a labor agency 
more sensitive to the realities of na- 
tional defense needs, would seem to be 
the answer. This much is certain: 
America cannot afford strikes in the 
utility industry during this rearma- 
ment program. 


HERE is a war being fought in 

Europe. We favor one side and 
do not favor the other. This fact has 
been only too apparent to the world. It 
so happens that the countries on the 
side we do not favor have well-trained 
and organized groups which are un- 
doubtedly financed from abroad and 
are expected to impede our help to the 
side we favor to as great a degree as 
possible. 

The present labor regulatory set-up 
is such that it may not be an easy mat- 
ter for utility companies to weed out 
agents of these groups from among 
their employees. There is danger that 
the labor board will insist that the 
companies continue to keep on their 
payrolls those who are strongly sus- 
pected of being foreign agents of de- 
struction but who have been success- 
ful in covering up their activities to 
such a degree that no positive proof 
can be obtained against them. 

One of the most effective means of 
impeding production is to tie up gas 
and power companies with strikes, to 
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cripple them through sabotage, and to 
stir up strife among employees. We 
must remember that labor laws, how- 
ever commendable in general, have 
changed the picture considerably since 
1917-18. During the last World War, 
if a utility company suspected any 
employee, it could discharge him at 
once and did not have to give any 
reasons for so doing. Today such dis- 
charge may be prevented. At least, it 
is almost certain to prove expensive 
and ineffective for the simple reason 
that members of a well-organized and 
radically directed group are more than J 
likely to cover themselves with the dis- 
guise of union activities. They thus 
gain the protection and the encourage- 
ment of a bureau of the very govern- 
ment against which they are working. 

Such a set-up presents the grave 
danger that labor and other troubles in 
the private power business will become 
so serious that the constant supply of 
power—gas, transit, and communica- 
tions service—in adequate quantities 
is threatened. That, in turn, and almost 
by default, would trot out the perennial 
panacea of government ownership. In 
such a situation the fact that the condi- 
tion has been the direct result of the 
government policy toward employer- 
employee relations would not be taken 
into consideration. Rather, these very 
social reformers and others would 
point to the impasse as a matter com- 
pelling the government to take over the | 
operation of the utility companies. 
Under government operation (pre- 
sumably) there could be no_ such 
troubles as might exist under private 
operation. 


‘ i ‘HE whole outlook calls for realis- 
tic understanding and intelligent 
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Right of Government Employees to Strike 


“Te and time again it has been stated 
by those in authority that government 
employees cannot strike. They may have their 
unions but the government does not grant those 


unions the right to call strikes. 


When union 


leaders do attempt to call strikes, the government 
takes effective steps to stop such action. Attempts 
which have been made in the case of the WPA 
are examples.” 





action. Instead of the government pro- 
tecting the trouble makers, the sabo- 
teurs, the enemy aliens as it may when 
it is a case of private operation, a way 
must be found for our government to 
exercise its full powers to eliminate 
them from all connection with utility 
business. A special compulsory media- 
tive board for national defense indus- 
tries, including utilities, is only one 
suggestion. There may be other and 
better ways. Maybe overhauling and 
revitalizing the NLRB itself might be 
a more thorough solution. But, in any 
event, we must do something. Time is 
of the essence. 

As far as the present private owner- 
ship of utility industries is concerned, 
the ground has been as carefully and as 
skillfully prepared in this regard for 
forcing the government to take over 
the operation of the utility industries 
as the Germans had it prepared in Nor- 
way for the invasion of that country. 
In the possibility of an aggravated 
utility situation at this time can be seen 
an effective “fifth column” working 
against private ownership and opera- 
tion of the power business. 

All of this is going on quietly. It is 
not attracting much more, if as much, 


attention than the preliminary work of 
Germany in Norway did. It may not 
even be planned. It might be merely 
due to the lack of coordination between 
government bureaus which fail to rec- 
ognize the realities of defense needs. 
That, however, does not make it any 
the less dangerous. 

As the war becomes more serious 
and our production plays a more and 
more important part in the hostilities, 
the efforts to impede production in this 
country will naturally increase. Never 
before in our history would the crip- 
pling of the power or telephone indus- 
try, for example, serve the purpose bet- 
ter. Never before were conditions so 
favorable for such crippling as is the 
case at the present time. 

The conditions would be quite dif- 
ferent in the case of government oper- 
ation. There, all the law-enforcing 
agencies of the government could be 
brought to bear to fight the threat. The 
United States Army itself could be 
called upon. An effective demonstra- 
tion can be made of the strength of 
government operation and the weak- 
ness of private operation. It is hardly 
likely that any publicity could be given 
to the fact that the weakness of private 
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operation was created by the govern- 
ment itself. 


Beane there are extensive changes 
in the present labor laws and a 
decided change in the personnel of any 
bureau setup to administer them, there 
is danger that within a few years there 
will be no private power business at all. 
Enemy agents will codperate effectively 
with the government toward that end. 

After the government takes over 
there is no certainty the private com- 
panies could recover their properties. 
National emergencies, these late years, 
have had a way of continuing indefi- 
nitely and so long as there was a na- 
tional emergency it would not be safe 
to turn the properties back to their 
owners for operation. 

Private operation can maintain just 
as ample and dependable utility service 
as the government, provided it has 
some reasonable authority over its 
labor relations. But it certainly cannot 
do so when the government exercises 
autocratic powers over labor while the 
private employer is required to take a 
subservient relationship to labor. 

Any employer with a payroll of any 
size knows from past experience how 
difficult it is to reason with the govern- 
ment where labor is involved. He has 
learned that the government will go to 
most any lengths to favor the employee 
and he knows that his own rights have 
a way of being ignored. There are em- 
ployers who have suspected that those 
who administer the labor laws are not 
all wholeheartedly in sympathy with 
private operation and ownership; that 
they may have leanings toward such a 
system as is being used in Russia. 
Whether their suspicions are well 
founded or not, it most certainly would 
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be to the advantage of any nation in- 
terested in impeding production here 
to have active agents connected with 
the administration of our labor laws 
and the possibilities in that direction 
are better than ever before as the ex- 
perience of the past few years pretty 
well demonstrates. 


A” so, while utility management is 
busy checking the loyalty of its 
own personnel, it might be a good idea 
for those responsible for the govern- 
ment’s conduct of a needful defense 
program to look into the background 
and sympathies of those in charge of 
our official labor regulation. For they, 
too, like the handful of workers in a 
railroad terminal or radio station, are 
in a position to become a hand on the 
throat of the capitalistic system of free 
and private industry. 

In conclusion, here is a 3-point pro- 
gram that the government and the utili- 
ties might consider, by way of protect- 
ing our essential public utility services 
from the machinations of any “fifth | 
column” group in America: 


(1) A prompt check-up on the citi- 
zenship status not only of utility em- 
ployees but the higher up managerial 
executives and even important owners 
of utility securities who may be in a 


position to dominate managerial 
policy. Such a check-up would include 
not only a search of technical citizen- 
ship qualifications but also an inquiry 
into any foreign influence which might 
be brought to bear even on native-born 
Americans connected with the utility 
business.. Known or active sympa- 
thizers with policies of a foreign gov- 
ernment or subversive ideologies 
should be the objects of special scru- 
tiny. 

(2) The creation of something in 
the nature of a national defense labor 
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board which could be depended upon 
to recognize the necessities for con- 
tinuous operations on the rearmament 
program. It should have the power to 
compel mediation and outlaw strikes. 
Control over the labor relations of all 
industries, including public utilities, 
whose operations are essential to the 
national defense should be shifted to 
this board and out of the jurisdiction 
of the NLRB. Incidentally, the 
NLRB might be critically examined 
with a view to insuring its recognition 
of the national defense in carrying out 
its jurisdiction over other industries. 

(3) Labor unions of utility com- 
panies should be freed from outside 
influences exercised through the me- 
dium of national or international affili- 
ation. To this end utility workers 
should be encouraged as a matter of 
government policy to develop their 
organization activities on an independ- 
ent intraindustrial basis, using the 
successful railroad brotherhoods as a 
pattern. 


HE first two points of this pro- 

gram have already been discussed 
in the foregoing text. The third point 
can be covered briefly, since it reflects 
a trend which, fortunately, has become 
quite manifest within the last few 
months. The recent rapid growth of 
the National Federation of Telephone 
Workers is welcome evidence of this. 
It is not suggested here that there is 
anything inherently wrong with any 
particular national labor organization 
(although some of the international 
affiliations are rightly subject to ques- 
tion on the basis of loyalty to the Amer- 
ican ideals). But it is a fact that at 
least one national organization has been 
quite disposed to become involved in 
political and foreign affairs which have 


no reasonable relation to the welfare of 
the utility workers. 

Furthermore, there have already 
been instances where such national 
groups have sent outside representa- 
tives who knew little or nothing of the 
utility industry to engage in industrial 
disputes affecting utilities. In such 
proceedings they have operated in the 
nature of political commissars report- 
ing directly to the “home” office. 
Utility workers are skilled workers. 
They have special industrial problems 
and special industrial responsibilities 
that are best recognized by labor lead- 
ers developed within their own organi- 
zation. 

To protect the interests of the 
utility workers they do not need the ad- 
vice of representatives of amalgamated 
teamsters, barbers, longshoremen, and 
whatnot sitting at some centralized 
place of control in New York city or 
elsewhere. 


HE continuation of uninterrupted 

utility service is too essential to 
allow even the possibility of utility 
workers being called out on some sym- 
pathetic strike for the benefit of stage- 
hands, beauty operators, or the alleged- 
ly harassed political refugeees of the 
erstwhile Spanish Republic. Utility 
management and utility labor can get 
along best when they know each other 
personally, when they speak each 
other’s language, and when they have 
a common sense of responsibility de- 
veloped by the brilliant tradition of 
public service which only those con- 
nected with the utility business can 
fully appreciate. 
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Utility Rate Making As a 
Social Objective 


Does the world, or more particularly the electric power industry, owe 
every member of society ample electric power service at a price he can 
afford to pay for it? This social objective, or “public utilization” factor, 
has been suggested, as a new criterion for fixing the reasonableness of 


electric utility rate levels. 


Members of the Federal Power Commission 


even hint that it might be a more important standard in rate making 

than the accepted but legalistic concept of a fair return on property 

investment. This interesting proposal is examined and discussed in this 
article. 


By W. D. GAY 


HERE is something new under the 

sun! For a brand new criterion 

in rate making has been proposed 

by Chairman Olds and Commissioner 

Scott of the Federal Power Commis- 
sion. 

Chairman Olds recently stated at a 

round-table utility conference in 


Washington: 


I suggest a fair return is not the impor- 
tant criterion. Instead, we must think in 
terms of sales policy. It is a matter of en- 
abling the people to use as much electricity 
as they can use for what they are able to 
pay, with every indication that as rates go 
down, consumption will go up to such an 
extent that the company’s gross and net in- 
come will actually increase. 


Chairman Olds also discussed this 
proposed standard for rate regulation 
before the National Association of 
Mutual Savings Banks, while Commis- 
sioner Scott in a report to the Federal 
JULY 4, 1940 


Bar Association’? likewise strongly 
recommended that major consideration 
be given not only by regulatory bodies 
but also by the courts to potential 
maximum utilization of utility services. 


Simply because the electric industry § 
is a natural monopoly, Chairman Olds } 


contends, is no reason why its custom- 


ers should not receive the benefits | 


obtained by customers of competitive 
industries. In other words, it should be 
the basic policy of regulatory bodies to 


create in the industry an incentive to J 


the wide use of electricity and the low 
rates therefor that would exist if the 
industry were subject to competition. 


HIS incentive, Chairman Olds 
suggests, might be in the form of 


1Pusiic UTILITIES FORTNIGHTLY, June 6, 
1940, at p. 748. 
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UTILITY RATE MAKING AS A SOCIAL OBJECTIVE 


a relatively high rate of return on prop- 
erty investment; that is, there should 
be an arrangement whereby companies 
that have the best sales policy (1.e., the 
lowest rates and the largest utilization 
by customers) would be allowed to 
earn a maximum return. But compa- 
nies with a less satisfactory sales policy 
might be allowed to earn no more than 
a minimum return, or just enough to 
prevent confiscation. 


A FURTHER incentive could be pro- 
vided, Chairman Olds suggests, 
by working out rate cuts in terms of in- 
dicated current year sales, rather than 
in terms of sales of the previous year 
(now the general practice). This pro- 
cedure would induce electric companies 
to develop sales volumes to the utmost 
just as in the case of a competitive in- 
dustry such as the automobile trade, 
which works entirely on the basis of 
sales quotas or future sales. 

There is manifestly considerable 
merit in the above proposals. The rigid 
use of the fair rate of return by some 
regulatory bodies has doubtless en- 
couraged in certain cases a rather lag- 
gard attitude toward electric sales 
promotion. This situation seems to be 
true of many companies in the North- 
east, where laissez faire has long been 
an outstanding economic principle, and 
where average domestic consumption 
of electricity is generally low, despite 
comparatively good consumer purchas- 
ing power. 

Regulation of rates solely through 
use of a fixed rate of return also may 
penalize efficient management. For the 
more efficient a company’s operations 
are, the sooner it will earn its allowable 
return, and thus be subject to rate re- 
ductions. 


7 possible merit of these 
suggestions is that they might 
tend to simplify rate proceedings. At 
the present time, formal rate proceed- 
ings are extremely complicated, and to 
the writer at least appear almost as 
mysterious as the voodoo religious 
ceremonies. Formal proceedings, fur- 
thermore, are generally so protracted 
that rate cuts resulting therefrom are 
not made available to customers until 
long after the rate case began. 

In one sense, the proposals of 
Messrs. Olds and Scott do not appear 
unique. For development of lowest 
possible rates and maximum utilization 
of service has long been considered an 
effective method of developing good 
public relations in the industry. Chair- 
man Olds claims, as a matter of fact, 
that the sales policy criterion might 
well improve public relations of the in- 
dustry to the point that there would be 
no tendency whatsoever for customers 
to seek a competitive form of service, 
or public ownership. 

In view of the merits of the pro- 
posals of Messrs. Olds and Scott, they 
should be given consideration to some 
extent by regulatory bodies, particular- 
ly the suggestion that companies with 
a satisfactory sales policy be allowed 
to earn a relatively high rate of return. 
(This would obviously be beneficial to 
companies with large and profitable in- 
dustrial loads that are being forced to 
cut residential rates sharply simply be- 
cause of the relatively high rate of re- 
turn being earned on their rate base.) 


B UT it is highly questionable whether 

the major emphasis in rate regu- 
lation should be placed on sales policy 
unless the following questions can be 
affirmatively answered : 
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1. In view of the fact that the in- 
dustry is mostly privately owned, 
should the social concept of rate regu- 
lation be given priority over the finan- 
cial? 

2. While some companies admittedly 
have been laggard in their sales policy, 
is there any evidence that the electric 
industry as a whole has failed to de- 
velop residential sales as aggressively 
as possible? 

3. Can accurate standards be devised 
for determining whether sales policies 
are satisfactory? 

4. Is there any legal basis in support 
of the sales policy criterion ? 

5. Will the proposal actually benefit 
and save money for customers in the 
long run? 

Before taking up these questions, it 
should first be realized that these sug- 
gestions of representatives of the Fed- 
eral Power Commission are nothing 
more than suggestions. For the Fed- 
eral Power Commission has no author- 
ity itself to regulate retail rates, except 
in the case of licensed hydro companies 
operating in states where rates are not 
regulated by agencies within the state. 
(As soon as provision is made for 
regulation of rates by state agencies, 
then jurisdiction of the Federal Power 
Commission over retail rates ceases 
even in these cases. ) 

The Federal Power Commission, 
however, has a very powerful influ- 
ence on many state commissions, as 
witness the general adoption of the 
FPC-sponsored uniform system of ac- 


counts. There is a good chance, as a re- 
sult, that some, if not most, state com- 
missions could eventually be induced to 
adopt the proposals of Messrs. Olds 
and Scott, assuming these proposals 
are considered a definite improvement 
over present regulatory policies. 


considering the question whether 
the social concept of rate regula- 
tion should be given priority over the 
financial concept, it should be realized 
that the electric industry is a regu- 
lated monopoly. Because it provides 
such an important public service, it has 
been shielded from the dangers of com- 
petition. Under the circumstances, why 
should it be desirable to install the same 
conditions in the electric industry that 
prevail in competitive industries ? 

Competition may drive down prices, 
but it may also destroy capital, as it has 
done in the textile, coal, radio, and 
leather industries. While competition 
has had beneficial effects in the auto- 
mobile industry, it has seriously in- 
jured the automobile tire industry from 
time to time, so that the latter has often 
encountered difficulty in raising new 
money. The railroad industry (whose 
present predicament the Federal au- 
thorities so strongly desire the utility 
industry to avoid) has had competition 
both from within and without. 

Even some utility companies have 
been faced with competitive threats 
from government power projects at 


e 


are supposed to be regulated monopolies, they have actually 


q “ALTHOUGH the manufactured gas and traction industries 


been subject to competition from other types of services. 
The effects of this competition are clearly illustrated by the 
relatively low investment ratings assigned to securities in 


these two industries.” 
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TVA and Bonneville. While these 
companies have reduced their rates 
substantially, nevertheless, their credit 
position has been affected to the extent 
that they have experienced real diffi- 
culty in financing their capital needs. 
Although the manufactured gas and 
traction industries are supposed to be 
regulated monopolies, they have actual- 
ly been subject to competition from 
other types of services. The effects of 
this competition are clearly illustrated 
by the relatively low investment ratings 


} assigned to securities in these two in- 


dustries. (Incidentally, what would 
happen to the manufactured gas in- 
dustry if electric rates were driven 
substantially lower as a result of the 
general adoption of the sales policy 
criterion ?) 


I short, it seems to the writer that 
there are some industries where 
competitive conditions are desirable, 
and other industries where even the 
substitute for competition may be in- 
jurious. 

It would appear that the electric 
industry falls in the latter category. 
As long as the industry is in a secular 
uptrend, it is of paramount importance 
that nothing be done to affect its abil- 
ity to finance capital needs. In other 
words, emphasis should be placed prin- 
cipally on earning power and the re- 
turn on the property investment, rather 
than on some social objective, unless 
public ownership of the industry is con- 
sidered desirable. But Chairman Olds 
has specifically stated that the Federal 
administration is not in favor of pub- 
lic ownership of the utility industry. 

Benjamin V. Cohen, one of the im- 
portant members of the “Brain Trust,” 
appears to share the views of the writer 


in this matter, as witness his recently 
expressed opinion?: 

Since there cannot be free competition and 
an open field (in the utility industry), the 
normal rules which apply to competitive en- 
terprise are inapplicable. ... There is a great 
difference between a monopoly of that sort 
and normal private enterprise. 


It has been the writer’s observation 
that the majority of the companies in 
the electric industry have for some 
time past been quite aggressive in their 
merchandising policies. Despite the 
fact that many companies do not di- 
rectly merchandise electric appliances, 
nevertheless appliance sales of compa- 
nies that made up the major part of 
the industry in 1938 amounted to 
about 20 per cent of their residential 
revenues. 

This would not seem to suggest 
laggard merchandising policies. 


URTHERMORE, promotion expenses 

(1.e., specific costs incurred in per- 
suading industrial, commercial, and 
residential customers to increase their 
electric consumption) in 1938 amount- 
ed to almost 3 per cent of gross reve- 
nues of these companies. For a mo- 
nopolistic industry to use almost 3 per 
cent of its gross revenues for no other 
purpose than to encourage heavier con- 
sumption by its customers would sure- 
ly suggest fairly aggressive promo- 
tional policies. 

In order to give an illustration of 
merchandising and promotional activi- 
ties, the following brief tabulation has 
been compiled for 20 leading compa- 
nies in the industry. (Some of these 
companies, such as Consolidated Edi- 
son Company of New York and its 
subsidiaries, do not themselves direct- 
ly merchandise electric appliances) : 


2 Savings Bank Journal, May, 1940. 
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ELECTRIC MERCHANDISING SALES AND PROMOTION EXPENSES—1938 
(20 Representative Companies) 


G 
Merchandising 


Boston Edison 

Brooklyn Edison 

Commonwealth Edison 

Connecticut Light & Power 

Consol. Edison Co. of New York 

Gonsol. Gasliec, Lt: of Balt: .....2. 066.65 
Consumers Power 

Detroit Edison 

Duke Power 

Georgia Power 

Illinois-lowa Power 

Kansas City Pwr. & Light 

New York & Queens Elec. Lt. & Pwr. ....... 
Ohio Edison 

Penn. Power & Light 

Philadelphia Plectric Go, 2. ...c00060.6 000800 
Public Service Co. of Colorado 

Public Service ‘Co. of Northern Ill. .......... 
Public Service Elec. & Gas (N. J.) 

Union Elec. Co. of Missouri 


* Electric merchandising sales only. 
+ Net sales. 


1,145,749 
1,221,829 
1,406,967 
2,824,616 


1,415,503 
2,701,6537 


% 
Residen- 
tial Promotional 

Revenues Expenses 
11.3% $ 673,702 
10.4 1,715,787 
19.0 1,953,624 
15.6 289,052 
7.9 2,939,697 
22.9 73,393 
17.1 969,964 
8.7 990,267 
21.9 249,805 
30.8 976,975 
19.6 163,720 
20.6 548,670 
10.0 905,436 
19.6 568,263 
12.0 1,188,061 
14.1 1,725,049 
23.5 162,660 
13.3 1,147,785 
10.1 1,585,305 
1 | 582,870 


% 
Gross 
Revenues 
2.1% 

3.4 


ross Elec. 


Sales 


880,486 


2.00 G0 tet DO G0 GGG) te Ea tt Ge DOIN ID 
NN ®ROWENUDANH OO RNDON 


882,3357 





If the electric industry is not doing 
its utmost to gain the maximum utili- 
zation of its services, then where is it 
falling down—in other words, what 
are the proper standards of sales 
policy? In answer to this question, 
Chairman Olds suggests the standards 
of (1) lowest possible rates, (2) most 
adequate merchandising policy, and 
(3) most efficient operations. 

Chairman Olds has contended that 
residential rates are generally com- 
parable, and that high rates largely re- 
flect ineffective standards of cost con- 
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trol. In support of this argument, he 
has developed charts showing the cost 
of 100 kilowatt hours and 250 kilo- 
watt hours per month of residential 
service for 95 cities with a population 
of 100,000 or over. These charts con- 
trast residential rates as of October 1, 
1924, with those as of July 1, 1936. 
The highest and lowest charges for 100 
kilowatt hours as of October 1, 1924, 
are outlined on page 16. 
Bex charts show that companies 
which charged the lowest rates for 
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100 kilowatt hours in 1924 have sub- 
sequently reduced their rates relatively 
little. Companies with the highest rates 
for 100 kilowatt hours in 1924, how- 
ever, have subsequently reduced their 
rates materially, which Chairman Olds 
attributes to a definite change in the 
conception of costs. In other words, 
the highest-rate companies have pre- 
sumably adopted the more effective 
sales policies which have long been 
used by the lowest-rate companies. 
Chairman Olds goes on to predict 


§ that this trend will continue in the fu- 


ture until rates of the highest rate com- 
panies approximate those of the 1924 
lowest rate companies. Specifically, he 
says that for 250 kilowatt hours per 
month (which he believes will be the 
normal residential consumption within 
the next ten years), the bill will be be- 
tween $4 and $6, or from 1.6 cents to 
2.4 cents per kilowatt hour. 

There is some question, however, 
whether these charts really prove that 
there has been a definite change in the 
conception of costs. Significant is the 
fact that in the period selected of 1924- 
1936, prices of electric appliances de- 
clined sharply, so that many small con- 
sumers were able to buy them for the 
first time. Electric refrigerators, for 
example, were first sold in 1925 at a 
price around $600 for a 5-foot box, 
which meant that only the wealthy cus- 
tomers could purchase them. But the 
price of refrigerators has subsequently 
declined substantially so that a 6-foot 
box is now available at around $120, 
and families in all income classes have 
been able to buy them. As a conse- 
quence, it is estimated that there are 
now 13,561,200 electric refrigerators 
in service. Similarly, twelve years ago 
even a small radio was priced at over 


$100, whereas now a few dollars will 
purchase a radio of good quality. 

The steady decline in prices of elec- 
tric appliances doubtless reflects in the 
main the aggressive merchandising ac- 
tivities of the large companies manu- 
facturing these products. Nevertheless, 
it has greatly aided the electric com- 
panies in stepping up sales to the small- 
er users of electricity, who, of course, 
include the bulk of the customers. And 
this shift of many small customers 
from an unprofitable to a profitable 
basis appears to be the major reason for 
the promotional effect of rate reduc- 
tions. In any event, it seems a more 
likely reason than a changed concep- 
tion of the cost of 100 kilowatt hours 
of electric service. 


| eae NG again to Mr. Olds’ chart, 
some rather interesting facts can 
be brought out. For instance, the com- 
panies with the absolute lowest rates 
for 100 kilowatt hours in 1924 were 
municipal systems, the rates of which 
are definitely not comparable with 
those of privately owned companies. 
(In the writer’s own town, which is 
served by a municipal system, the elec- 
tric rates are extremely high, since elec- 
tric revenues are used like taxes to sup- 
port the municipal government.) Fur- 
thermore, many of the companies with 
the lowest charge for 100 kilowatt 
hours primarily use low-cost hydro 
power ; in this category would be such 
companies as Puget Sound Power & 
Light Company, Northwestern Elec- 
tric Company, Portland General Elec- 
tric Company, Union Electric Com- 
pany of Missouri, Buffalo General 
Electric Company, Washington Water 


_ Power Company, and Southern Cali- 
; fornia Edison Company. 
15 JULY 4, 1940 
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But the most important considera- 
tion is that consumer purchasing power 
in all of the cities where rates are low 
{with the exception of Evansville, 
Ind.) has always been above average, 
so that a large part of the customers 
have been able to purchase electric ap- 
pliances, thereby making for relatively 
high consumption. Furthermore, some 
of these companies have extremely 
profitable industrial loads. The absence 
of competitive fuels (as in the case of 
Spokane, Wash.) or high rates for 
competitive fuels also has resulted in 
comparatively high electric consump- 
tion. In short, with the exception of 
Chicago and Evansville, none of the 
so-called low-rate companies on the 


charts appears typical of the average 
metropolitan area. 

Two of the high-rate companies 
have consumer purchasing power well 
below the national average. In all cases 
in the high-rate group, power is steam- 
generated, so that no benefits are ob- 
tained from low-cost hydro operations. 
Additionally, some of the companies in 
this classification have a relatively small 
industrial load, and residential rates 
cannot be subsidized by substantial in- 
dustrial revenues. 


M= significant than the compari- 
son of the highest rates and 
lowest rates (which after all represent 
extremes) is the consideration of the 


e 


LOWEST CHARGES (OCT. 1, 1924) 


City 


Served by 


$2-$3 per 100 kw. hr. 


WACOM, Wash. ...ics<0ssascs Municipal system 
Meanisas City, GhGus. sos. 06-020 Municipal system 


City 
Cleveland, Ohio 


Served by 


$3-$4 per 100 kw. hr. 
Municipal system 


AS CT oe eS Municipal system 

SEAtO OWS, 00055 500550-000 Puget Sound Power & Light Co. 
PONE AG OE o aisie sipieere a wie areca Northwestern Electric Co. 
Otter, WOT. a wisca oe coves see Portland General Electric Co. 

SSE OMIGMINNO) ooo 9:04 6.559506 Union Electric Co. of Missouri 

Sie FETS AMMO: a)0\ore o:s'0i0.0 viele Laclede Power & Light Co. 
PURI INA, wie bis og baeewoeeet Buffalo General Electric Co.* 
Spolcahe WAG. ..<.. 00000 s05ss Washington Water Power Co. 

LOS, ARBRIES MEAL, a0. s.s.0s-0 0:8 25008 Southern California Edison Co. 
ROTOR OO, OU ois aoe escos's weet Commonwealth Edison Co. 
PVANEVINE: WEG. 6:5 o:cs'eas'vo0 ers Southern Indiana Gas & Electric Co. 
DUE RAMI a s.5.c80 nice we aiste es Minnesota Power & Light Co. 
Milwaukee, Wis. ............. Milwaukee Electric Railway Co.** 


HIGHEST CHARGES 
$9-$13 per 100 kw. hr. 


New York City 


Consolidated Edison Co. of N. Y. 


a Sh FIR Tampa Electric Co. 

RPAUAG PEAS 65.5. 00.56 so wos o'.0 Metropolitan Edison Co. 

New Bedford, Mass. .......... New Bedford Gas & Electric Co. 
DN HON es 2 5 556 ein bate bE Lynn Gas & Electric Co. 
WWaSRIDRIOI, DOC. iiicce ex eset Potomac Electric Power Co. 
SPIHBMEID, PARES. cio sccceaes United Electric Light Co. 


* Now Buffalo Niagara Electric Co. 
** Now Wisconsin Electric Power Co. 
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trend of rates of the majority of the 
95 companies on the charts between 
1924 and 1936. It would appear that 
the average rate of the 95 metropolitan 
companies in 1924 for 100 kilowatt 
hours ranged between $5 and $6. At 
the present time, the average rate for 
100 kilowatt hours is $4, which would 
suggest that there was no tremendous 
change in the conception of cost for 
100 kilowatt hours of electric service 
during the twelve years’ interval. 

If residential rate cuts have been 
made possible in the past primarily be- 
cause of the development of small un- 
profitable customers into profitable 
ones as a result of active appliance 
sales, how long can this process con- 
tinue ? Promotion heads of utility com- 
panies claim in this connection that 
there is increasing evidence that the 
law of diminishing returns is already at 


work as regards new residential sales. 
For it is costing more to obtain addi- 
tional residential consumption (at least 
in the first year ) than the revenues pro- 
vided thereby. As the saturation of 
electric appliances is approached, this 
will doubtless create a serious problem. 


The following brief tabulation® 
shows the estimated degree of satura- 
tion (in terms of wired homes) of the 
leading electric appliances : 


Electric washers 
Refrigerators 
Toasters 

Floor cleaners 
Percolators 


Ironers 
Public acceptance of some of the above 
appliances already is heavy and may 


actually be close to the practical satura- 
tion point. True, there are still rela- 


3 Electrical Merchandising, January, 1940. 


tively large mark-ups in prices of ap- 
pliances, which, if reduced, might 
cause additional small customers to 
purchase the same, thereby permitting 
further reductions in residential rates. 
But in view of the diminishing returns 
on new residential sales of electricity, 
there is considerable question whether 
rates can be reduced substantially fur- 
ther. 


ls any event, there is justification for 
moving slowly in reducing rates of 
companies which already have rela- 
tively high residential consumption. 
This appears particularly essential un- 
der present war conditions; as a mat- 
ter of fact, war threats have already 
affected demand for electric refrigera- 
tors and other durable consumer’s 
goods. Merchandising and promotional 
activities of electric companies, as a 
result, will probably be less effective 
over the near term than formerly. Be- 
cause of the necessity of preparing to 
meet power requirements of industrial 
mobilization for national defense, fur- 
thermore, many companies may be 
forced to follow the example of Utah 
Power & Light Company and termi- 
nate retail merchandising activities 
completely. 

Notwithstanding the fundamental 
difficulty of the industry of earning a 
fair return on the new increment to 
residential sales, the Federal Power 
Commission seems to be thinking in 
terms of much larger average residen- 
tial consumption of electricity than 
currently being witnessed. As previous- 
ly mentioned, Chairman Olds believes 
that average consumption of electricity 
will eventually approximate 250 kilo- 
watt hours a month, or about 3,000 
kilowatt hours annually. Such con- 
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Effects of Competition 


ai Wiacsrirnaie may drive down prices but it may also destroy 

capital, as it has done in the textile, coal, radio, and leather 

industries. While competition has had beneficial effects in the auto- 

mobile industry, it has seriously injured the automobile tire indus- 

try from time to time, so that the latter has often encountered diffi- 

culty in raising new money. The railroad industry . . . has had com- 
petition both from within and without.” 





sumption would be more than three 
times the present average residential 
sales of 900 kilowatt hours per custom- 
er. Furthermore, it would exceed total 
consumption of electricity by all pres- 
ent electric appliances, with the excep- 
tion of electric water heaters. Some 
new type of household appliance might, 
of course, be developed in the future 
which would consume a large amount 
of electricity, but there is no certainty 
that this will be the case. 


[' rates are regulated principally on 
the basis of maximum customer 
utilization, and if the standards of such 
utilization are excessively high, then re- 
sulting rate cuts could conceivably be 
injurious to some companies, especial- 
ly those that do not benefit from high 
consumer purchasing power, low op- 
erating costs, or substantial industrial 
revenues. With the exception of Edi- 
son Light & Power Company of York, 
Pa., Memphis Power & Light Com- 
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pany (now publicly owned ), and possi- 
bly Florida Power & Light Company, 
there have been no cases where rate cuts 
in the past have reduced earning power 
for any considerable period of time. 
But it should be realized that past rate 
cuts have been based principally on rate 
of return and not on some standard of 
maximum utilization. 

Significant in this regard is the re- 
action of the head of one of the largest 
electric appliance manufacturing com- 
panies to Chairman Olds’ proposed 
criterion—“Whether this (rate) pres- 
sure is good for our business or not, 
depends on whether or not utilities 
would have any margin left with which 
to exploit load-building products such 
as we manufacture.” 

This brings up the point that the 
sales policy criterion apparently lacks 
any legal basis. The courts have said 
that a public utility company is entitled 
to a return on its investment equal to 
that being earned in other businesses 
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with similar risks. But no court, to the 
writer's knowledge, has said that a util- 
ity company, which has large sales and 
low rates, is entitled to a higher return 
than a company with high rates and 
low sales. 

It does not require any great stretch 
of the imagination to visualize an elec- 
tric company rushing into the courts if 
some regulatory agency says that it 
should be allowed to earn no more than 
a minimum return (or just enough to 
avoid confiscation) because its sales 
policy is not up to some theoretical 
standard. Judging from the protracted 
delay of the courts in passing on the 
proposal to use original cost as the sole 
method of property valuation, it would 
appear that a legal test of the proposed 
sales policy criterion would require a 
considerable period of time. Thus, gen- 
eral adoption of this criterion cannot 
be considered a near term possibility. 


Bs final question is whether the 
proposed criterion is in the best 
interest of customers, and whether it 
will actually save them money in the 
long run. This consideration, even 
though naive, is quite interesting. As 
discussed in detail above, rate reduc- 
tions have been made possible pri- 
marily because of customer purchases 
of electric appliances. In other words, 
the customer has had to put out con- 
siderable money to purchase these ap- 
pliances, and, furthermore, his electric 
bill has gone up because of heavier 
power consumption by appliances in- 
stalled. In the case of customers with 
restricted resources (i.¢., the major- 
ity), this means that money which 
would have been spent on other necessi- 
ties of life has been spent on electric 
appliances. 


Are these latter “comforts of life”’ 
worth the cost to the small customers? 
This is an angle which would seem to 
warrant thorough exploration by pro- 
ponents of steady reductions in elec- 
tric rates. 

Summing up, there would seem to be 
considerable evidence that the placing 
of emphasis on sales policy in rate regu- 
lation might have an adverse effect on 
a good part of the electric industry, es- 
pecially on companies with large resi- 
dential loads. Hence, it is questionable 
whether this proposed criterion is su- 
perior to the present complicated meth- 
od of regulation based on a fair rate 
of return. 

Quite pertinent is the fact that the 
present method of regulation has re- 
sulted in an enviable financial record 
for the electric industry, except in the 
case of that small part which has been 
threatened with competition from gov- 
ernment projects. Since this splendid 
financial record has readily permitted 
the industry to attract new money 
(which is a primary requirement), why 
should it be dropped in favor of an 
untried method ? 


F aiomanesegs some state commis- 
sions in the past have been lax 
in regulation of residential rates, but 
this defect is being gradually remedied. 
Also, most state commissions tend to 
reward good management to some ex- 
tent as indicated by the fact that com- 
panies with mortgage bonds rated A-1 
(1.e., the better companies) earn 7.0 
per cent on their book value of prop- 
erty, whereas companies with bonds 
rated B-1 earn but 5.8 per cent. Regu- 
latory practice, moreover, does provide 
certain penalties for inefficiency of op- 
eration. 
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The California System of 
Continuous Utility Rate Inquiry 


Round-table regulation is welcome enough during economic emergencies, 

but does it not need systematic supervision in order to become an established 

feature of regulation? The California Railroad Commission has installed 

an interesting technique for periodical, informal rate procedure which gives 

other parties, as well as the commission, an opportunity to analyze and sug- 
gest utility rate structure changes on a scientific and equitable basis. 


By E. F. McCNAUGHTON 
DIRECTOR, PUBLIC UTILITIES DEPARTMENT, 
CALIFORNIA RAILROAD COMMISSION 


HE twenty-eight years of utility 
supervision under California’s 
Public Utilities Act have seen 

the development of gas, electric, and 
telephone service through the succes- 
sive and economically diversified pe- 
riods of war, prosperity, and depres- 
sion. During these years the. gas indus- 
try has effected the revolutionary tran- 
sition from artificail gas plants supply- 
ing individual communities to a state- 
wide network of natural gas lines. 
Electric service, although not so spec- 
tacular in change, has been tremen- 
dously expanded, including develop- 
ment of vast interconnected trans- 
mission systems with codrdinated hy- 
dro and steam-production facilities. 
Among notable facts is that Califor- 
nia is among the leading states in rural 
electrification, measured in per cent 
of farms electrified. Telephone serv- 
ice has emerged from chaotic dupli- 
cate plant competitive conditions to 
unified service through territorial di- 
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visions between Bell companies and 
independent telephone companies. In- 
cidentally, the subsequent consolida- 
tion of the exchanges of independent 
companies in southern California has 
brought about the establishment of the 
now largest independent telephone 
company in the United States. 

Upon this background of construc- 
tive private enterprise and sound regu- 
lations by public agencies, the past few 
years of improving economic condi- 
tions have brought about opportunity 
for downward revisions of utility rates 
through increased markets for service 
and lowering costs of financing. 


aio procedure has corre- 

spondingly shifted from the prob- 
lems coming from early growth and 
integration of those properties to the 
no less important problem of effec- 
tively supervising the service and rate 
structure of a comparative few. 
These properties, however, are far 
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more complex and have greatly en- 
larged operating organizations. The 
total plant investment of these com- 
panies is over $1,500,000,000, serving 
a state of over 7,000,000 population. 

The California Railroad Commis- 
sion has indicated its desire to insure 
the lowest possible charge to the pub- 
lic, yet maintain the financial ability 
of the companies to meet sharply 
mounting demands for service. Ac- 
cordingly, a continuous investigation 
procedure has been developed with the 
active cooperation of the California 
League of Cities, the California Farm 
Bureau Federation, and other repre- 
sentatives of the consumers and with 
the complete participation of utility 
| managements. 

Savings in charges to the public 
through rate reductions, measured on 
an annual basis, totaled approximately 
$20,000,000 since 1937. These adjust- 
ments are based on earnings and rate 
studies made by the railroad commis- 
sion staff and arrived at after confer- 
ence with the companies, as well as 
the cities, farm interests, and other 
users of utility service. During this 
period, there was no instance in which 
it was necessary to proceed in a for- 
mally contested case. 

There are five factors which have 
made such a program possible without 
requiring the utilities to take the op- 
portunity of delaying reductions 
through formal controversies yet, on 
the other hand, have retained the pub- 
lic confidence in and respect for com- 
mission regulations : 


(a) The jurisdictional background 
established by the Public Utilities Act 
effective March 23, 1912, and its sub- 
sequent able administration through 
the more than quarter-century since 


its enactment, including the careful 
supervision of new financing result- 
ing in a capital structure consonant 
with the base upon which rates are 
established. 

(b) Complete analyses of results of 
operation, including rate base, reve- 
nue, expense, and special rate studies 
by the commission’s technical staff of 
each company prior to reaching con- 
clusions. 

(c) An open- and fair-minded atti- 
tude of utility executives in partici- 
pating in analyses of the facts and 
joining in reasonable conclusions as 
to rate and service adjustments. 

(d) A full and complete notifica- 
tion to cities, counties, farm groups, 
and other users of service and oppor- 
tunity for their representatives to pre- 
sent their views prior to the reaching 
of a conclusion by the commission. 

(e) The general policy of the com- 
mission that it is ready, willing, and 
able to proceed through formal means 
in any case in which it feels a proper 
conclusion cannot be reached through 
conference proceedings. 


Coes in common with most 
of the states, found the need early 
in this century to place these utilities, 
like common carriers, under govern- 
ment regulation. In the term of Hon. 
Hiram W. Johnson, as governor of 
California, Max Thelan, later to be 
president of the railroad commission, 
was commissioned to make a nation- 
wide survey of the experience of the 
states, such as Wisconsin, New York, 
and others which had entered the field. 
It was with this background that the 
electorate of California amended its 
Constitution in 1911 to provide for 
such regulation, followed by detailed 
enactment by the legislature of the 
Public Utilities Act in 1912. The fine 
workmanship of this legislation has 
been demonstrated by the fact that it 


JULY 4, 1940 





PUBLIC UTILITIES FORTNIGHTLY 


has proven a comprehensive and work- 
able regulatory measure without any 
very substantial legislative amend- 
ments since its original enactment. 

During the past quarter-century, 
the administration of the act has been 
tested by a variety of economic con- 
ditions. 

Shortly after enactment of the act, 
the first World War began and in the 
latter stages of the war substantial 
rate increases were necessary, owing 
to sudden rises in wages and materials. 
These, in many instances, were au- 
thorized immediately upon a showing 
of rapidly mounting expenses. Later, 
in the early twenties, further in- 
creases and adjustments in rates were 
made, following extended investiga- 
tions and hearings. During this period, 
basic adjustments were made in rates 
incident to the greater use of natural 


gas. Likewise, many electric and tele- 
phone schedules were rearranged, and 
substantial reductions in cost to the 
ultimate consumer were brought about, 
both voluntarily and as a result of 
formal proceeding. 


W the depression, beginning 
late in 1929, a further test of 


regulation was found in the financial 
stability of the utilities. Securities is- 
sued since 1912 have required the com- 
mission’s approval. The period was 
passed without a question even ap- 
proaching insolvency or passing of 


dividends for major California operat- 
ing utilities. 

During this period, also, a number 
of formal investigations were under- 
taken looking toward rate reductions, 
In certain of these cases, the utilities, 
upon the issuance of the decision of 
the commission, appealed to Federal 
courts. Two of these cases reached the 
United States Supreme Court. In thef 
Los Angeles Gas Case, the commis- 
sion’s decision was ultimately sus-f 
tained. In the Pacific Gas and Electric 
Case, heard in 1933 and decided by the 
commission on December 15, 1933, the 
decision was appealed to Federal 
courts. After protracted litigation, the 
United States Supreme Court in 1938 
remanded the case back to the lower 
courts. The decision of the lower Fed- 
eral court in the early part of 1939, 
five years later, sustained the commis- § 
sion’s decision. Rate refunds of about § 
$7,000,000 are now being made. 

During the period of formal pro- 
ceedings, it was not possible for the 
commission and its staff to give ade- 
quate attention to the earnings and 
rates of all companies and some made 
voluntary rate reductions as provided 
under § 15 of the Public Utilities Act. f 
Most of these reductions were sincere 
efforts on the part of the management 
of the companies not being reviewed by 
the commission to make some adjust- 
ment in their rates because earnings 
permitted them to do so. Such filings, 


“AMmonc notable facts is that California is among the lead- 
ing states in rural electrification, measured in per cent of 
farms electrified. Telephone service has emerged from 
chaotic duplicate plant competitive conditions to unified serv- 
ice through territorial divisions between Bell companies and 
independent telephone companies.” 


JULY 4, 1940 





erat- 


mber 
nder- 
‘ions. 
ities, 
mn of 
deral 


THE CALIF. SYSTEM OF CONTINUOUS UTILITY RATE INQUIRY 


however, did not give opportunity for 
municipalities and other users of serv- 
ice to express their views as to amount 
and spread of reduction, nor did they 
afford the commission an independent 
review of the situation. This oppor- 
tunity is, of course, fully provided for 
in rate increase proceedings through 
§ 63-A of the act. 

It was with the general background 
described that the commission adopted 
its policy of regular and continuous in- 
formal investigation. 


le carrying out the plan, the largest 
utilities (numbering about 20) 
have been selected for special study 
through a codrdinated organization 
within the commission which gives 
the advantage of specialized technical 
analyses unified into one comprehen- 
sive report. These companies supply 
about 97 per cent of the total utility 
service in the state supplied by pri- 
vately owned utilities. Monthly reports 
are analyzed and charts prepared; and 
preliminary estimates are made to de- 
termine approximate earnings. If 
earnings justify a detailed investiga- 
tion of a particular utility, looking to- 
ward rate reduction, the commission 
authorizes the staff to conduct such a 
study. Generally, under this plan, a 
company’s operation is reviewed about 
once each year. 

After the commission has author- 
ized that a study be made of a com- 
pany’s operation, then a complete, co- 
ordinated report containing all of the 
fundamental data necessary to proper- 
ly adjust rates is outlined and mem- 
bers of the commission staff assigned 
to its preparation. 

Such a report, for a typical large 
company, comprises about 20 chapters 


and several hundred pages of charts, 
tables, and text, and represents sum- 
maries of the detailed studies made by 
fifteen to twenty technical staff mem- 
bers of the commission. The subjects 
covered include introductory and his- 
torical background material, state- 
ment of present operations, rates, and 
service, and an analysis by the depart- 
ment of finance and accounts of the 
balance sheet, income statement, profit 
and loss statement, and a study of 
the cost of money. Next is the analysis 
of operating revenue, including use 
per customer, customer trends, esti- 
mates for the future, and, in the case 
of gas or electric companies, adjust- 
ments to average climatic conditions. 
A chapter is devoted to each group of 
the operating and maintenance expense 
accounts, as well as commercial, sales, 
and general expenses and taxes. De- 
preciation reserve and expense are 
carefully reviewed and adjustments 
recommended where necessary. Clear- 
ing accounts and fixed capital in serv- 
ice are studied. An appraisal is made 
of the present value of lands. The rate 
base is prepared, being essentially the 
historical cost of tangible operative 
properties (except land which is at 
market value), the cost of organization 
and franchises, completed construc- 
tion work in service, materials, and 
supplies, and working cash capital. De- 
ductions are made for any construc- 
tion advances or donations made by 
customers. 


Re the above outline, it will be 
seen that a broad, comprehensive 
view of the many essentials for proper 
fixation of the level of rates is avail- 
able. Such an exhibit is prepared with 
thoroughness and accuracy to permit 
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Investigation Procedure 


6¢ HE commission’s continuous investigation 




















procedure provides a means of enlightened 
and prompt consideration of the problems of the 
utility and its consumers, bringing municipal and 
rural represeniatives, utility managers, and the 
commission and its staff into an environment of 


mutual confidence and respect which cannot but 
auger well for the future conduct of these vital pub- 
lic services in all respects in the public interest.” 





it to be introduced in evidence in a 
formal case, if necessary, with the de- 
tail and quality of supporting testi- 
mony which will be creditably viewed 
by both the commission and reviewing 
courts. 

The net revenue related to the rate 
base determines the actual rate of re- 
turn. The allowance for depreciation 
in operating expense is on the sinking- 
fund depreciation method, which gives 
consideration to the fact of interest 
being earned on the accumulated de- 
preciation reserves. As a practical mat- 
ter, the reserves are largely reinvested 
in utility plant or used to retire out- 
standing obligations. The total annual 
charge to income for depreciation com- 
prises two items: (a) an annuity based 
on studies of age, expected life, and 
final salvage by classes of property, and 
(b) an interest charge on the deprecia- 
tion reserve balance each year. The 
sinking-fund method is also employed 
for accounting purposes by most of 
the electric companies and all of the 
major gas companies in California so 
that the rate-making and accounting 
provisions for depreciation are coinci- 
dent. The rate of return is expressed 
in two ways; namely, either using the 
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rate base without a deduction for ac- 
crued depreciation, in which case only 
the annuity is included in operating 
expense, or using the rate base dimin- 
ished by the amount of the deprecia- 
tion reserve as representative of ac- 
crued depreciation. In the latter case, 
both the annuity and interest are de- 
ducted from revenues before determin- 
ing the net revenue available for re- 
turn. This modification of the sinking- 
fund method is also referred to as the 
compound interest method. Either 
method gives the same result when the 
interest rate is the same as the allowed 
rate of return. 


HESE reports are quite complex 

by the very nature of the magni- 
tude of the utility operations, and an 
inquiry properly may be directed as to 
how they may be prepared in a rea- 
sonable period of time with the com- 
paratively small staff of the commis- 
sion. Several factors have contributed 
to the ability of the commission to 
assemble these data without undue 
delay : 

(a) The accumulated experience 
and background of many years of 
commission regulation brought for- 
ward to date for each company. 
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(b) The absence of the necessity 
for a complicated inventory and ap- 
praisal procedure each time rates are 
adjusted because of the use of the 
historical cost of the physical proper- 
ties (except lands) in determining the 
rate base. 


(c) The organization of an effec- 
tive staff for assembling the various 
studies through experts skilled in the 
particular subjects going to make up 
the whole. 


The basic material is not available 
to the same degree of refinement on all 
companies. Special studies are made 
as required so that with each annual 
review of a company’s operation a 
more complete report becomes availa- 
ble to the commission. 

Special rate studies are another ex- 
tremely important phase of this pro- 
cedure. These reports are made to 
cover particular rate situations. In- 
cluded are cost-of-service studies as a 
guide to rate fixing, customer spread, 
and special rate analyses. 

Illustrations of these types of re- 
ports include the recently completed 
studies on intercity telephone rates 
and service in the San Francisco and 
Los Angeles areas. These reports are 
based on detailed studies which had 
been under way for months, The first 
dealt with service between San Fran- 
cisco and the East Bay. A similar study 
has been made of service between Los 
Angeles and near-by cities. Changes in 
rates which will reduce charges to 
California telephone subscribers by 
some $2,200,000 annually have re- 
cently been agreed upon and are being 
placed in effect. Through these studies, 
a telephone rate level for intercity com- 
munication in these areas is being es- 
tablished at savings of 30 per cent or 
more from the former rate level. 


| eounlny examples of these types of 
studies which have been made deal 
with charges for electricity for street- 
lighting service, railway service, 
wholesale power, and so forth. For 
example, an analysis of the cost to sup- 
ply electrical energy to street and inter- 
urban railways in northern California 
was a valuable aid to the commission 
in fixing reasonable rates for such 
power. 

The detail of the usage in the vari- 
ous blocks in gas and electric schedules 
is resurveyed in connection with each 
rate adjustment so that the rate 
changes will be based upon the latest 
available customer usage experience. 
Similar surveys are also made cover- 
ing telephone development in various 
classifications from time to time. 

In all proceedings the commission 
notifies cities, counties, representa- 
tives of farmers’ groups, and other 
interested parties of the proceeding 
under way, arranges for conferences 
at appropriate times, and endeavors in 
all respects to provide for all parties 
in interest a “day in court” for the 
presentation of their views. At these 
conferences, a summary of the com- 
mission’s study is distributed to all in- 
terested parties. The purpose of this 
conference and presentation is to pro- 
vide both the company and the inter- 
ested cities, farm groups, and other 
public agencies the opportunity of re- 
viewing the study. 

After the utility and the public 
bodies have had sufficient time to pre- 
sent their views and estimates, the 
staff reports the entire matter to the 
commission and a conclusion is reached 
as to total adjustment and as to the 
classes of service to be affected. These 
conclusions have been accepted by the 
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utilities and promptly placed in effect. 

The commission, upon conclusion of 
an adjustment, prepares a brief report 
setting forth the essential facts and 
conclusions which is sent to each ap- 
pearance made at the conference held 
throughout the utilities’ territory to 
the officials of each municipality, as 
well as to every newspaper. In doing 
this the commission endeavors to bring 
to the attention of the utility customer 
the results of the investigation. 


HE experiences gained through 

the procedure point to some very 
important advantages. The immediate 
advantages to the public have been sub- 
stantial monetary savings to customers. 
These savings, basically, come from 
expanding use of the utility service 
conducted without wasteful duplica- 
tion of plant, economical operations, 


and lowering interest costs. In the case 
of gas utilities, the plentiful supply of 
natural gas has reduced field costs of 


gas. Strict regulation and frequent 
earnings reviews have passed these 
savings on to the utility customers. 
During the same period that rates have 
been reduced, salary and wage levels 
of the utility employees have substanti- 
ally increased, as well as the tax bill, 
and obviously to the extent upward 
trends of payroll and taxes continue, 
the rate situation is correspondingly 
affected. 

Advantages even more important in 
the long run than the immediate rate 
adjustments are appearing from the 


operation of the plar. Fundamentally, 
the responsibility and trust placed in 
the railroad commission by the public 
through the Constitution and legisla- 
ture of the state require that its acts 
be based upon thorough study and re- 
view of the facts. By providing the me- 
chanics for detail consideration of pro- 
posed rate revision prior of the filing 
of the tariff under § 15, the commis- 
sion has afforded a definite additive 
step in its procedure. In addition, the 
statutory provisions under § 63-B pro- 
vide the commission may formally sus- 
pend such rates after their filing if suf- 
ficient cause is shown. The right of any 
public agency, group of twenty-five or 
more customers, or the commission 
itself, to institute a formal utility in- 
vestigation is in no way impaired and, 
in fact, the commission staff is much 
better able to promptly make a formal 
presentation to the commission be- 
cause of the continuous contact and 
familiarity with the utility operations 
obtained in the studies already de- 
scribed. 

The commission’s continuous in- 
vestigation procedure provides a means 
of enlightened and prompt considera- 
tion of the problems of the utility and 
its consumers, bringing municipal and 
rural representatives, utility managers, 
and the commission and its staff into 
an environment of mutual confidence 
and respect which cannot but auger 
well for the future conduct of these 
vital public services in all respects in 
the public interest. 





“WHETHER the [utility] industry continues as a vibrant private enter- 
prise depends essentially on whether or not it is allowed to make a 
reasonable profit. To attract the new capital necessary for its further 
development, reasonable earnings are an essential prerequisite.” 


—A. E. Bryson, 


Vice president, Halsey, Stuart & Co., Inc. 
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Capital Costs in the Public 
Utility Industry 


Is there a definite mathematical relationship be- 
tween the proportion of a utility company’s funded 
indebtedness and its over-all capital costs? 


By WALTER J. HERRMAN 


HEN it is considered that the 

average public utility requires 

approximately $6 of plant in- 
vestment to produce $1 of annual rev- 
enue, it seems obvious that the cost of 
providing such investment looms large 
as an element of the total costs of op- 
operation. 

If interest is calculated at 6 per 
cent, the equivalent annual charge 
would be 36 cents or 36 per cent of rev- 
enue—an item greater by far than any 
other single expense. 

In view of these facts it is curious to 
find that many companies have paid so 
little attention to this element of cost. 
While executives devote their time to 
saving pennies on account of fuel or 
labor, or similar operating charges, 
they are often permitting dollars in 
capital costs to slip through their 
fingers. At least this would seem to be 
the inference from an analysis recently 


made of these expenses, showing that 
many companies were paying greatly 
in excess of what they might be paying 
for exactly the same capital under 
more scientifically devised financial ar- 
rangements. 

The accompanying chart tells the 
story. This chart shows the relation- 
ship of over-all capital costs of a typ- 
ical utility as a function of the ratio of 
debt to total capitalization, and demon- 
strates how an excess of either debt or 
equity capital increases total charges. 
The result of this analysis indicates 
that in the average case a minimum cost 
occurs with a ratio of approximately 
45 per cent bonds and 55 per cent 
common stock. Within about a 5 per 
cent range of this point the cost curve 
is fairly flat, but a sharply rising tend- 
ency is shown as the proportions of 
debt fall below 40 per cent or rise 
above 50 per cent. 
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: is interesting to note in this con- 
nection that the managements of a 
majority of the important operating 
utilities have not neglected to observe 
the relationships brought out in the 
chart. 

For example, we find such repre- 
sentative systems as Detroit Edison 
with 46 per cent funded debt ; Southern 
California Edison, 44 per cent; Con- 
solidated Gas of Baltimore, 45 per 
cent ; and Commonwealth Edison with 
52 per cent. Exceptions to the general 
rule among larger companies are Bos- 
ton Edison with 34 per cent debt; 
Cleveland Electric Illuminating with 
32 per cent; and American Telephone 
and Telegraph Company with only 
about 28 per cent debt. At the opposite 
extreme are found many smaller com- 
panies with excessive debt capitaliza- 
tions. 

This was probably a result of pre- 
depression days, when increasing earn- 
ings were pyramided to dizzy heights 
by building up indebtedness to a maxi- 
mum and trading on a very thin equity. 

That the amount of unnecessary capi- 
tal costs may run into large figures was 
demonstrated by a recent hearing be- 
fore the public service department of 
the state of Washington involving 
rates of the Pacific Telephone & Tele- 
graph Company. It was shown in 
those hearings, that if the present 
capital structure of that company, 
which now consists of approximately 
one-fourth debt and _ three-fourths 
stock, were rearranged so as to consist 
of about 46 per cent debt and 54 per 
cent stock, total annual capital charges 
might be reduced approximately $1,- 
500,000. Capitalized at 6 per cent, this 
is equivalent to an investment of $25,- 


000,000. 
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O' course, the real savings are prob- 
ably in the opposite direction— 
where current debts are too high, 
rather than too low. The Securities 
and Exchange Commission has recog- 
nized this situation and is encouraging 
its correction wherever possible. Many 
companies have already taken steps to 
effect economies along this line and un- 
doubtedly many more will do likewise 
as soon as they are able. Obviously, in 
many instances, heavy fixed obligations 
have so impaired the credit of some 
utilities, that a refinancing program be- 
comes very difficult. Nevertheless, cer- 
tain companies have made excellent 
progress in the face of what appeared 
to be particularly unfavorable condi- 
tions, so that hope is held out that a 
great majority of such situations can be 
effectively corrected. The importance 
of these considerations is illustrated by 
the following example which recently 
came to the writer’s attention: 


Funded Debt $51,000,000 @ 5% $2,550,000 
Com’on Stock $16,000,000 @ 9% $1,450,000 


Totals $67,000,000 @ 6% $4,000,000 


Actually, the bonds of this company 
are selling below par, and the common 
at a much higher earnings-price ratio 
than indicated. The above figures sim- 
ply show contractual costs on the debt 
and the amount left over for the stock. 
By revising the capital structure so as 
to provide a three-times-plus coverage 
for the bonds, a 34 per cent issue could § 
probably be sold in accordance with a 
schedule somewhat as follows: 

Funded Debt $40,000,000 @ 34% $1,300,000 


Pref. Stock 10,000,000 @ 54% 550,000 
Com. Stock 17,000,000 @ 9% 1,530,000 


$67,000,000 @ 5% $3,380,000 
Surplus 620,000 


Total 


$4,000,000 
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CAPITAL COSTS IN THE PUBLIC UTILITY INDUSTRY 





VARIATION IN OVER-ALL CAPITAL COSTS 
AS A FUNCTION OF 
PROPORTIONS OF FUNDED DEBT TO TOTAL CAPITAL 


Per Cent oF Bonps IN CAPITALIZATION 





HILE the common stock in the 

second tabulation is accorded a 
“cost” equal to the present available 
“return,” it is obvious that the larger 
surplus would make the issue much 
more attractive, with the result that a 
smaller earnings-price ratio would be 
demanded by investors. The over-all 
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improvement in both the debt situation 
and the stock itself is self-evident. 

As a basis for these investigations, a 
comprehensive study was made of sev- 
eral hundred utility securities." In the 


1See report of the Rate and Research De- 
partment of the Federal Communications Com- 
mission entitled “The Problem of the Rate of 
Return in Public Utility Regulation.” 
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OVER-ALL CAPITAL COSTS AS A FUNCTION 
OF DEBT RATIO IN CAPITALIZATION 


Capitalized Capitalized 
Valuation Earnings- Valuation Cor-_ 
Assumed Debt Cost per Dollar Balance Price Ratio per Dollar Total responding Cor- 
Debt from of Total for from of Total Capitalized Over-all responding 
Charges Basic Data Capital Equity Basic Data Capital Valuation Cost Debt Ratio 
5.10% $19.60 i 5.10% 
% 5.30 17.00 5 4.92 


-0 
0 
oz 
.4 
8 
a] 


case of bonds and preferred stocks, the dicate the relationships involved, rather 
average relationship of yield to avail- than absolute figures. An interesting 
able earnings coverage was determined. observation is apparent in this connec- 
In the case of common stocks, a similar tion: Whereas total capital costs are 
set of relationships was determined be- considerably higher with no bonds at 
tween earnings-price ratios and the all than with a conservative “happy 
percentage of total income ab- medium” debt, the over-all cost for 
sorbed by prior charges. In all cases, such a situation is limited and specific 
correction was made for extraneous At the other extreme, however, as the 
risk factors, so that the final results capitalization approaches 100 per cent 
give a good indication of actual in- bonds, the over-all costs rise very 
vestor demands based on earnings sharply, so that with a figure of 70 per 
data only. Averaged over a period of cent debt, the average cost is about the 
years, this material was then used to same as with no debt at all, and from 
compute over-all costs to a series of as- that point rises rapidly to much higher 
sumed capital structures in which debt levels. All other things being equal, 
charges were varied from 0 per cent to therefore, it is apparently sound busi- 
60 per cent by steps. We include a_ ness practice to err slightly—but not 
sample tabulation indicative of the too greatly—on the side of a modest 
procedure employed. [See above table.] debt structure. As stated above, 40 per 

The above statistics and the data in cent to 50 per cent appears to be the 
the chart are unadjusted for financing most desirable proportion under cur- 
costs, being presented primarily to in- rent conditions. 





Pyramiding Bureaucracy 


66 T= early democratic principle was, as stated by Thomas Jefferson, 

‘That government governs best which governs least.’ But now the 

rule is, that government governs best which governs most. Now we 

concentrate the powers of government into hundreds of bureaus, com- 

missions, and departments. They make the rules and laws under which 

we live, they enforce those rules and laws upon us, and finally they 
pass judgment and mete out the penalty for their violation.” 

—Roy C. CorFee, 
Member of the Texas Bar. 
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Wire and Wireless 


Communication 


RECOMMENDATION that the Federal 

Communications Commission use 
authority granted it by Congress in or- 
der to change the system under which 
major radio broadcasting companies ob- 
tain outlet stations was made June 12th 
by a committee of three members of 
the FCC. 

The system under which the principal 
broadcasting concerns arrange for radio 
outlet stations tends to concentrate too 
much power in the hands of a relatively 
few men and is not in the public interest, 
according to a 1,300-page report made 
by Commissioners Thad H. Brown, 
Paul A. Walker, and Frederick I. 
Thompson after a long investigation. 

“The heart of the abuses of chain 
broadcasting is the network-outlet con- 
tract,” the report said in differentiating 
between stations owned or directly con- 
trolled by the networks and affiliated 
“outlet” stations which broadcast under 
contractual arrangement with the net- 
works. 

The committee held that the interests 
of outlet stations “have been subordi- 
nated to the interests of the network- 
owned and controlled station.” It said 
that of the 660 standard broadcast sta- 
tions operated in 1938, more than half 
(350) were on major networks and in- 
cluded almost all of the country’s high- 
powered stations. The 660 stations were 
owned by 460 persons, it was stated. 
However, 87 of these persons owned 
more than one station and received 
about 52 per cent of the total business 
of all commercial broadcast stations. 


“The predominance of network or- 
ganizations is evidenced by their dispro- 
portionate share of the income of the 
radio broadcasting industry,” the com- 
mittee asserted in reporting that of the 
$18,854,784 net operating income of all 
the stations and networks for 1938, 
nearly half—$9,277,352—went to the 
National and Columbia systems. 


XAMPLES of “arbitrary and inequi- 
table practices” on the part of the 
networks in their relation with affiliated 
stations were stated by the report to be 
as follows: 

1. The provision that the outlet sta- 
tion cannot accept programs from any 
network other than the one to which it 
is bound by contract deprives the sta- 
tion of profitable business and the listen- 
ing public of programs for which there 
is a demand. 

2. The practice of requiring stations 
to set aside all or a major part of their 
broadcast time for the utilization of the 
networks, regardless of whether such 
time is used or not, places an undue 
burden upon the outlet station and les- 
sens the ability of the station to serve 
the local needs of the community. 

3. The provision that non-network 
rates for national advertising business 
cannot be less than those of the network 
prevents the outlet station from enter- 
ing into a healthy competition for adver- 
tising business. 

4. The provisions of the contract 
concerning the free use of the first con- 
verted hours (a nighttime hour or its 
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equivalent in two daytime hours of op- 
eration), combined with low initial com- 
pensating rates for the next hours, re- 
sult in an inequitable distribution of pro- 
ceeds from network broadcasting. 

5. Moreover, the contracts generally 
cover periods of time far in excess of 
the period for which the station is li- 
censed and bind the outlet to network 
policies far beyond the expiration date 
of the license. 


HE committee asserted that these 

arbitrary contractual arrangements 
were further reflected in the program 
policies of the networks, stating: 


Outlet stations are required by their con- 
tracts to accept all commercial programs 
sent by the network organizations unless 
they are able to prove to the satisfaction 
of the networks that a particular program 
will not serve public interest. Since the out- 
let stations have only general advance 
knowledge of the content of the program, 
they have come to accept whatever the net- 
work chooses to forward to them. 

Furthermore, approximately 90 per cent 
of the commercial programs sent by net- 
work organizations are produced by adver- 
tising agencies so that the delegation of 
program responsibility by the licensee is 
carried one step further. 


The committee cited a number of in- 
stances in which it was alleged that radio 
chains have gone even farther than the 
regular network contract and had “ac- 
tually taken over the management” of 
an affiliated station in violation of § 310 
(b) of the Communications Act. The 
commission had taken cognizance of 
this problem and was investigating these 
contracts, the report said. It further 
stated : 


The business of broadcasting is the fast- 
est growing source of advertising revenue 
in America. But, unlike other big business 
enterprises, broadcasting is not the chief 
activity of its owners, but is operated prin- 
cipally as a side line to the main business. 

More and more of the applications filed 
with the commission for authority to own 
stations show the applicants to be persons 
of other large business interests, such as 
manufacturing, banking, publishing, natural 
resources development, public utility, etc. 


The committee asserted that “the 
elimination of arbitrary and inequitable 
contractual arrangements will tend to 
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subject the networks to active competi- 
tion and will render the independent 
stations more secure within the in- 
dustry.” 

“In our opinion,” the report stated, 
“the commission possesses ample power 
to redefine its licensing policy and 
require the elimination of inequitable 
and arbitrary contractual arrangements 
which affect the duty of the licensee to 
serve the public interest.” 


* *K * * 


HE TWS, or “timed wire service,” 

which Western Union, Postal, 
Mackay, and Continental Telegraph 
companies offer to some customers, has 
been declared by the Federal Communi- 
cations Commission to be an “unjust 
and unreasonable” classification of tele- 
graph communications which results in 
“unjust and unreasonable discrimina- 
tion.” In a proposed new report and or- 
der the commission asserts that the 
TWS service is offered to a special 
group of telegraph users at rates not 
available to the public as a whole; that 
printer connections, which qualify a 
person to receive TWS, are furnished 
or refused by the companies at their dis- 
cretion ; that extensions of TWS to per- 
sons not having printer connections are 
made on an arbitrary basis; and that 
charges are fixed according to a varying 
and arbitrary basis. 

It was also complained that, although 
generally TWS messages are sent at 
lower charges than for full-rate mes- 
sages, the same standards of transmis- 
sion and delivery apply, and that they 
get priority over day-letter messages, 
although charges for TWS messages 
usually are less than for a day-letter 
message of the same length. 

The utility of TWS service when 
provided upon an equitable, orderly, and 
nondiscriminatory basis is recognized, 
however, and the order will be without 
prejudice to the filing of appropriate 
tariffs. 

The commission, reversing a report 
and order in 1937 which was never put 
into effect, has found in its proposed 
new report on the matter that the exist- 
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ing ratio between charges for ordinary 
and urgent telegraphic messages in the 
international service is not unjust, un- 
reasonable, or discriminatory. 


* * * * 


Te Federal courts’ ban on the use 
of evidence obtained by the tapping 
of telephone wires was extended re- 
cently in a ruling of the Federal Circuit 
Court of Appeals in New York. The de- 
cision was two to one, with the dissent- 
ing judge, Charles E. Clark, pointing 
out that under the new interpretation it 
becomes illegal for a business man to 
permit his secretary to listen in and 
make notes when he telephones. 

Judge Learned Hand wrote the pre- 
vailing opinion, declaring that Supreme 
Court findings made it necessary to re- 

verse convictions in two cases. 

5 Judge A. N. Hand, concurring in the 
decisions, nevertheless wrote a separate 
opinion in which he declared that he 
would be gratified if the Supreme Court 
would disagree with the majority rul- 
ing, and adopt instead the attitude of 
Judge Clark. In view of standing deci- 
sions of the high court, however, he 
found himself obliged to vote for the 
reversals. 

In effect, the ruling sustained the de- 
fense contention in both cases that there 
| are two senders to a telephone call. Sec- 
tion 605 of the Federal Communications 
Act forbids the divulgence of the con- 
tents of messages transmitted over tele- 
phone or telegraph wires, or in certain 
other ways, without the consent of the 
“sender.” 

The government, in presenting rec- 
ords of telephone conversations, did so 
on the theory that the “sender” of a call 
was the person who makes it and pays 
for it. The defense contended that each 
party to a conversation was the “sender”’ 
of his own remarks. 

Pointing out that his colleagues’ view 
would make it necessary for law en- 
forcement agents to obtain the consent 
of both parties before tapping a wire, 
Judge Clark wrote: 


_.From the public standpoint it means that 
if criminals take the precaution of com- 


municating with each other by wire or radio 
they obtain a new kind of partial privilege 
for themselves, and lessen the risk that one 
of their number can effectively betray them 
to the police. 

From the private standpoint it means that 
a party to the conversation will not be able 
to protect himself effectively against mis- 
construction of his conversation, or against 
criminal threats or attempted blackmail. He 
is not even permitted the simple, natural 
course of having his private secretary over- 
hear and transcribe the conversation; he 
and she both would be guilty of a criminal 
offense. 

For under 47USCA, $501, any person 
who “wilfully and knowingly”—as here— 
does a thing prohibited by the statute is 
guilty of an offense punishable by fine and 
imprisonment. 


* * * * 


— Mississippi Supreme Court ruled 
early in June that the Jones County 
Electric Power Association, an REA 
agency, did not have to pay an $800 
judgment voted in favor of Eli Robin- 
son by a Jones county circuit court. 

Robinson, operator of a 64-mile tele- 
phone system at Ellisville, had sued for 
$1,000 damages, charging his system had 
been negligently damaged by the power 
association through electrical induction. 
The power codperative appealed, assert- 
ing that the damage could have been 
avoided by the installation of a second 
wire for a return circuit for the tele- 
phone system instead of using the earth 
for that purpose. 

The court said the situation boiled 
down to a single question, which it 
would answer negatively: 

The question is whether the owner of the 
telephone system preémpted the right to 
occupy the territory, with only one wire and 
the earth for a circuit, to the exclusion of 
every other public utility using electricity 
to the extent that its necessary use will 
damage the telephone system, when the lat- 
ter, by the adoption of modern methods— 
the installation of a second wire for a re- 
turn inductor instead of the earth—could 
avoid such damage. 


The court stated it was following the 
principle of “live and let live.” “If both 
the power company ‘and the telephone 
company using approved modern meth- 
ods and appliances could not occupy the 
same territory without one destroying 
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the other, that would be a different 
question,” the court concluded. 


ta ak ae 


UPPLEMENTING its recent order pro- 

hibiting amateur radio communica- 
tion with foreign countries, the Federal 
Communications Commission imposed a 
ban on the use of all amateur portable 
and other amateur mobile stations op- 
erating in the continental United States 
and its territories and possessions. 

The only exceptions were stations us- 
ing short-range frequencies above 56,- 
000 kilocycles and amateurs operating 
portable stations on June 22nd and 23rd 
in connection with the A.R.R.L. field- 
day tests of portable transmitters de- 
signed for special use in time of emer- 
gency. 

Although several thousand stations 
were affected by the order, the commis- 
sion said they did not operate regularly. 

Any amateur licensed by the commis- 
sion has been allowed to operate a port- 
able station, provided advance notice 
in writing was given the commission in- 
spector in charge of the district where 
operation was contemplated. 

The frequencies still permitted do not 
carry farther, generally speaking, than 
the line of sight, the commission said. 


kK * Ox 


ROOF of the citizenship of about 100,- 

000 radio operators licensed by the 
FCC has been required under a com- 
mission order issued June 19th. The new 
requirement applies to amateur as well as 
commercial operators, and calls upon 
them to file such proof in the form of 
affidavits, fingerprints, and photographs 
before August 15th. Evidence will be ob- 
tained by the use of standard forms 
which the commission is sending out as 
a questionnaire. 

ce woe 


ee power for the Michi- 
gan Bell Telephone Company to 
discontinue telephone service to cus- 
tomers who use it for illegal enterprise 
was ordered by the Michigan commis- 
sion. The order was issued to take care 
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of the embarrassing handbook situation, 
particularly in the Detroit area. The or- 
der permitted the company to discon- 
tinue service upon application of a court 
of record, a district attorney, or the at- 
torney general. However, the written 
petition must allege probable cause to 
believe that the customer used the tele- 
phone service for the purpose of a speci- 
fied criminal offense. The prosecuting 
attorneys are also allowed by the com- 
mission order to participate by filing 
petitions in courts with jurisdiction over 
criminal matters. This is apparently the 
first instance where a state commission 
has avowedly gone as far as giving a 
utility discretionary power over the 
rendition of service to customers sus- 
pected of illicit conduct. 
cs: = ss 


N elaborate radiotelephone communi- 
A cation system—said to be the only 
one of its kind in the world—is being in- 
stalled along the conveyor belt line that 
is delivering sand and gravel to Shasta 
dam. It is designed to eliminate delays 
in case of breaks along the 9.6-mile line, 
incidentally the longest in the world, en- 
gineers say. 

The radiotelephone combination will 
link 27 stations on the belt line and by a 
delicate meter arrangement, any break in 
the conveyor system will register at a 
central radio station built by the com- 
pany on the summit near Shasta dam. 

Telephones will be hooked up with the 
radio station, KQOK, and should a 
break occur, the radio operator will push 
a button that sets all ““squawkers” on the 
telephones sounding. These squawkers 
are used in lieu of bells on the telephones. 
At the same time, the operator will rush 
one of three radio receiving and broad- 
casting equipped automobiles to the scene 
of the break, to aid in making repairs. 

In this way it will not be necessary for 
radio cars to patrol the belt line nor will 
men be kept at the stations along the belt 
line. However, when a repair crew is at 
a station, members may carry on several- 
way conversations through the telephones ff 
that are converted into radio micro- 
phones simply by dialing “O.” 
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By OWEN ELY 


SEC to Favor Court Test of 
Geographic Puzzle? 


CCORDING to Dow-Jones, the SEC 
may cooperate with the utilities in 
a legal test to obtain Supreme Court in- 
terpretation of subsection B of § 11 (b) 
(1) of the Utility Act, which reads: “All 
of such additional systems are located in 
one state, or in adjoining states, or in a 
contiguous foreign country.” 

Section 11 (b) (1) refers to a “sin- 
gle integrated” system, without any geo- 
graphic limitation except that implied in 
the word “integrated” ; the restriction as 
to states (in subsection B) is mentioned 
only with respect to the “additional sys- 
tems” which can be permitted by the 
SEC under the several conditions recited 
in the A-B-C paragraphs. Yet the SEC 
Public Utilities Division has recently (in 
the Cities Service Power & Light Case) 


| interpreted the restriction as to states to 


apply to both the original system and the 
additional systems, considered jointly— 
i. e., all companies must be confined to a 
single area of adjacent states. Is this 
legally correct ? Or can the original sys- 
tem be located (to take an extreme in- 
stance) on the Atlantic Coast, and the 
additional systems on the Pacific Coast ? 

Another question relates to the signifi- 
cance of the word “all.” Should the 
words “all additional systems” be inter- 
preted to mean “every additional system” 
or “each additional system”? Does it 
mean all additional systems considered as 
a congeries or an entirety? The interpre- 
tation that it may mean “each” system 
would not be a forced one: When we say 
“all men are created free and equal,” we 
mean that each man is created free, and 


® equal with all others—we are speaking of 


men as individuals rather than en masse. 


HUs the phrase might be interpreted 

to mean that each additional system 
could, as an individual unit, be located in 
a single state or group of states adjoin- 
ing each other; not that “all additional 
systems” mean such systems in their en- 
tirety. Such a liberal interpretation does, 
of course, destroy much of the signifi- 
cance of the geographical limitation, since 
the limitation as to states adjoining each 
other could be avoided merely by setting 
up as many additional systems as neces- 
sary. But in this connection it should be 
remembered that A and C set up addi- 
tional restrictions on the number of pos- 
sible systems, and that the phrase “ad- 
vantages of localized management” in C 
has geographic implications. 

Still another question arises as to the 
importance of the comma in the phrase 
“in one state, or in adjoining states.” If 
the two parts of the phrase are consid- 
ered co-equal, as seems indicated by the 
punctuation (which otherwise is super- 
fluous), this would mean that any of the 
additional systems could be located either 
(1) in a single state, or (2) in an area 
of states adjoining each other—but not 
that all “adjoining states’ must neces- 
sarily adjoin the single state. 


¥ 


Chairman Frank’s Integration 
Views 


HAIRMAN Jerome N. Frank of the 
SEC, in the June 6th issue of The 
Annalist, defended the commission’s 
policies on integration and concluded that 
“as a result of the incentives provided 
by the integration provisions of the act, 
the utility industry in the United States 
will, in private hands, gradually rear- 
range itself into compact regional oper- 
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ating systems rather than continue to 
consist of the present uneconomic and 
inefficient scattered empires, which para- 
doxically have Balkanized the physical 
operating facilities of the industry.” 

Mr. Frank holds that enforcement of 
§ 11 does not require “dumping” of 
securities and that the commission would 
be remiss in its duty if it approved the 
sale of utility securities or assets by 
holding companies “at less than adequate 
consideration.” He pointed out that Utili- 
ties Power & Light Corporation, prob- 
ably the most scattered of the major 
systems, is complying with § 11 without 
loss to debenture holders, who will re- 
ceive payment at par plus accrued inter- 
est (compared with market prices as low 
as 124 in 1932 and 45 in 1938), this be- 
ing accomplished largely through’ success- 
ful public sales of the stocks of Newport 
Electric and Indianapolis Power & Light. 
The Ogden Corporation (successor to 
Utilities Power & Light) is using other 
methods to liquidate remaining holdings 
—selling common stock to a single indi- 
vidual purchaser in one case, and in an- 
other effecting a merger in order to ob- 
tain a better price for certain securities. 
Another system is planning to convert 
its holdings of senior securities of a sub- 
sidiary into common stock, creating a 
better capital structure and more market- 
able asset. 

A variety of other methods are open 
to holding company managers, according 
to Mr. Frank. While he does not mention 
the proposals by Standard Gas and Elec- 
tric, he thinks that the capital structure 
of many systems would permit the hold- 
ing company to exchange the securities 
of subsidiaries for its own outstanding 
securities. This method could be used, 
he asserts, even where those securities 
are pledged under collateral trust inden- 
tures or are otherwise tied up. But he 
does not explain the possible technique 
of such an exchange. 


Ye trading of properties between 
utilities is feasible in many cases, 
he holds, and where one property is more 
valuable than the other enough common 
stock of the more valuable utility can 
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be sold to bring the properties to a more 
even exchange basis. He admits, how- 
ever, that the exchange method presents 
considerable difficulties, and possibly dis- 
advantages, to investors and consumers, 

Conversion of the holding company to 
an investment trust status, by enfranchis- 
ing senior security holders of the operat- 
ing company or otherwise sterilizing the 
voting power of the common stock (so 
long as retained by the holding company), § 
is another method. 

Mr. Frank did not touch on the vital 
issue now confronting the holding com-§ 
panies—whether they can be allowed to 
retain more than one geographically in- 
tegrated system. In discussing integration 
versus “scatteration” he held that “the 
securities of holding companies which 
were the most ‘scattered’—such as, for 
instance, Associated Gas & Electric, In- 
sull’s Middle West, Standard Gas and 
Electric, and Utilities Power & Light— 
have proved, as many an investor knows, 
the poorest risks.” But hasn’t Mr. Frank 
confused weak financial structure and 
bad financial management with the geo- 
graphical issue? Some “scattered” sys- 
tems such as Engineers Public Service, 
Electric Bond and Share, and North 
American Company have had success- 
ful records and, in general, their securi- 
ties have not been among the “poorest 
risks.” 

Hasn’t the Federal government itself 
followed a policy of “scatteration” ? Dur- 
ing the approximate 6-year period ended 
May, 1939, according to Ernest R. 
Abrams’ recent book, “Power in Transi- 
tion,” over a billion and a quarter dol- 
lars were allocated to over 1,450 separate 
undertakings throughout the country, 
while an equal additional amount will be 
required for completion. It is difficult to 
conceive of a less “well-integrated” sys- 
tem. Much of this huge generating ca- 
pacity was planned and constructed in 
sparsely settled regions where it may be 
decades before adequate demand can be 
developed. In most cases they were built 
without adequate planning for distribu- 
tion facilities or advance arrangement 
with private utilities to use the power 
over their own distributing networks. 
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Much of the power may be used for irri- 
gation in an attempt to salvage unprofit- 
able farm land, while huge subsidies are 
paid to farmers elsewhere to reduce their 
output. 

The usage of taxpayers’ money in 
these projects seems a fitting parallel to 
the risks incurred by investors in certain 
holding company systems. But ensuing 
losses, for the most part, reflected merely 
» atransfer of funds from an unfortunate 
class of security holders to a more fortu- 
nate group, via the security markets — 
§ not a total diversion of funds (except in 
minor cases) for projects of question- 
able economic justification. 


ye 
The Standard Gas Plan 


HE Standard Gas and Electric in- 

tegration plan, new details of which 
have now been made public, proposes the 
sale of properties with total assets of 
about $300,000,000, or roughly about 40 
per cent of the system. A reduction of 
one-half in the top company’s $71,209,- 
500 debt structure is contemplated 
(through an exchange offer to bond- 
holders of stocks of three Pacific Coast 
properties), and this step will be pre- 
paratory to “inevitable readjustment of 


7 


Western properties whose stocks may be ex- Liquidating 


changed for about half the parent company debt: 


San Diego Consolidated 
California-Oregon Power 
Mountain States Power 


Other companies to be disposed of under plan: 


Oklahoma Gas & Electric 
Louisville Gas & Electric 
Pacific Gas & Electric 
Market Street Railway 


Properties to be retained: 
Philadelphia Company 
Northern States Power 
Wisconsin Public Service 
Net quick assets 
Debt of affiliate 


Total, three groups 


the company’s capital structure” (includ- 
ing the remaining debt). 

In addition to the three Pacific Coast 
properties which the company announced 
earlier that it proposes to eliminate (San 
Diego Consolidated Gas & Electric, Cali- 
fornia-Oregon Power, and Mountain 
States Power), Standard Gas now re- 
veals that it will dispose of Southern 
Colorado Power, Oklahoma Gas & Elec- 
tric, Louisville Gas & Electric, the two 
Deep Rock Oil companies, the Mexican 
subsidiary, and Market Street Railway. 
The investment in Pacific Gas and Elec- 
tric and some other minor investments 
will also be liquidated. 

This will leave the system with two 
major groups: (1) Philadelphia Com- 
pany (controlling the valuable Du- 
quesne Light of Pittsburgh and vicinity), 
and (2) Northern States Power system 
and Wisconsin Public Service Corpora- 
tion. Further integration and possible 
expansion of the latter group are con- 
templated. 

Formal application was filed with the 
SEC, seeking approval of the plan to dis- 
tribute the equity securities in the Pacific 
Coast properties to holders of Standard 
Gas notes and debentures, but exact de- 
tails had not been disclosed at this writ- 
ing. As a preliminary step, applications 
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for a 10-for-1 split in the common stocks 
of San Diego Consolidated Electric and 
California-Oregon Power have already 
been made to the necessary state com- 
missions. 


N the FortnicHtty of April 25th 
(page 549), the estimated liquidating 
value of subsidiaries’ securities held by 
Standard Gas, together with the esti- 
mated 1938 income received by the par- 
ent company and its equity in the net 
profits, was retabulated. The figures 
were compiled by using actual or esti- 
mated market values for ten securities, 
and earnings multipliers for five others. 
These calculations have now been re- 
vised, using 1939 figures and readjusting 
market prices and multipliers to the re- 
cent drastic decline in equities (about 
one-sixth in the Dow-Jones utility aver- 
age). In the table on p. 37, which 
summarizes these results, the com- 
panies have been arranged in three 
groups conforming to the plans of the 
management. 

The total estimated liquidating value 
of the assets held by Standard Gas and 
Electric, $84,700,000, compares with the 
previous total of $96,600,000, the effects 
of the market decline being partially off- 
set by the increased earnings in 1939. In 
this connection, it may be noted that cur- 
rent increases in earnings, if they could 
be assumed to carry through 1940, would 
probably more than make up the differ- 
ence between the two figures. 

Based on the new total, the liquidat- 
ing value for the six issues of Standard 
Gas and Electric bonds would be ap- 
proximately 118 or nearly twice the cur- 
rent market price of 64. Assuming that 
the management’s plan to retire about 
half the bonds through an exchange offer 
is approved by the SEC and accepted by 
bondholders, and the remaining half of 
the debt is deducted at 100, the estimated 
liquidating value for the prior preferred 
stocks would amount to about $56 a 
share, which is four times the current 
price of the $6 prior preferred. If all 
bonds were retired at current market, the 
liquidating value of the prior preferred 
is estimated around 83. 
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Depreciation 


7 have recently been some 
rather caustic expressions of opin- 
ion by utility executives regarding the 
stringent accounting rules which Federal 
agencies are seeking to impose on the in- 
dustry. Because of the importance of de- 
preciation both from an earnings and§ 
rate angle, some brief comment on pres- 
ent regulatory trends may be of interest. 

The question of the relative jurisdic- 
tion of the FPC, the SEC, the Internal 
Revenue Bureau, the state commissions, 
etc., over utility depreciation practices 
and policies remains an unsettled puzzle. 
The FPC, which has the duty under the 
law of reéstablishing utility property ac- 
counts of interstate operating utilities on 
an original cost basis, apparently also has 
power to fix depreciation rates and re- 
serves; but, like the ICC, which has 
never thoroughly threshed out the prob- 
lem of railroad depreciation, it seems 
likely that the FPC may take some years 
longer to reach a final determination in 
the matter. Tentative depreciation 
schedules are said to have been prepared 
but the members have not yet reached an 
agreement among themselves, it is under- 
stood. Just at present the commission is 
absorbed in its efforts to enforce the 
“original cost’ requirements of the uni-§ 
form system of accounts. It is not par-§ 
ticularly interested in earnings or divi- § 
dends (as is the SEC) but rather in keep- § 
ing the balance sheet on a proper basis § 
of actual cost and present depreciated 
value. The FPC is said to have “in the 
back of its head” a rate of 2 per cent per 
annum, based on an estimated normal 
life of fifty years for utility properties. 
Originally, the function of the FPC was 
to lease Federal-owned hydroelectric 
power sites to utility companies on a 50- 
year basis; hence the possible origin of 
the 50-year idea. 

The state commissions which have 
under their control the big interstate 
companies such as Consolidated Edison, 
Commonwealth, Detroit Edison, Boston 
Edison, Consolidated Gas of Baltimore, 
etc., seem willing to follow the lead of 
the FPC. 
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The Internal Revenue Bureau’s depre- 
ciation policy is obviously based largely 
on tax considerations—and is said to be 
satisfactory to no one. 


{ SEC apparently has power fo 
prescribe accounting methods for 
registered interstate holding companies 
and their subsidiaries, but thus far has 
exercised it only indirectly in connection 
with the examination of registration 
statements for new security offerings 
and possibly in connection with one or 
two dividend payments. The changes 
have been imposed informally in the pre- 
liminary stages of discussion, before the 
registration statements were formally 
filed. 

The major problem, as the SEC 
sees it, is whether dividends are being 
currently paid out of earnings, capital, or 
surplus. Thus far they have avoided any 
real issue with the utilities which might 
develop into a court test, possibly be- 
cause they are not sure of their powers 
under the act or how they would over- 
lap those of the FPC. 

In 1937 the electric utility companies 
of the United States appropriated about 
$218,000,000 for depreciation, compared 
with the valuation of electric plants 
amounting to approximately $11,900,- 
000,000. The ratio of depreciation to 
plant, based on 5-year census figures, has 
# been approximately as follows: 


While 1939 figures are not available, 
it appears likely that with the recent sub- 
stantial increase in many depreciation 
appropriations the average rate may now 
approach 2 per cent of the property ac- 
count. There is some doubt, however, 
whether the SEC would be satisfied with 
a 2 per cent rate, and it is rumored that 
their standard—if they have any defi- 
nite one—is around 24 per cent, or an 
estimated 40-year life. 

Except in abnormal times the ratio of 
plant cost to annual revenues is roughly 
5-to-l1. Therefore a 2 per cent rate 
would be equivalent to about 10 per cent 
of gross, 2$ per cent would equal 123, 
and 3 per cent would approximate 15 
per cent. The average ratio for all utili- 
ties is now estimated to be in the neigh- 
borhood of 11-12 per cent, although in- 
dividual systems vary from around 8 per 
cent to 16 per cent. Thus it would seem 
that, on an average basis, the industry is 
in a zone between the FTC and the SEC 
objectives. Individual differences may 
be explained in part by the varying com- 
binations of hydro, steam, gas, traction, 
etc. 


He: the SEC is probably less 


concerned with a national average 
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than with the companies which are below 
the desired 12} per cent level. Referring 
to our previous comments (Fort- 
NIGHTLY, April 11th, p. 479), this would 
include over half of the leading utility 
systems. Those recently charging less 
than 10 per cent included Consolidated 
Gas of Baltimore, International Hydro- 
Electric, National Power & Light, Pub- 
lic Service Corporation of New Jersey, 
and United Gas Improvement. 

It would, of course, be unfair to as- 
sume that an upward adjustment in the 
depreciation rates of these systems 
would automatically reduce net income 
by a corresponding amount, for where 
the rate is increased this usually permits 
charging a larger proportion of costs to 
the balance sheet reserve, and a smaller 
amount to “maintenance expense.” How- 
ever, as indicated by the recent experi- 
ence of Consolidated Edison (which in 
the past year has been raising its rate 
to 10 per cent of gross), stockholders 
are penalized to a certain extent by such 
a readjustment. Theoretically, of course, 
investors may be reimbursed by higher 
rates, but this may not work out in actual 
practice. 

What is the “fair anticipation” of the 
useful life of an electric property? Ob- 
viously, since land should not depreciate 
with age, a 40-year average life including 
land means a somewhat shorter life for 
the physical property. Yet some parts 
of the property—such as underground 
conduits—may very well last a hundred 
years if properly cared for, while other 
units such as poles may have a relatively 
short life. 


ed the depreciation reserve is sup- 
posed to cover not merely physical 
wear and tear, but obsolescence as well, 
and this is where the real problem lies. 
Obsolescence is obviously concerned 
more with generating than with distri- 
buting equipment. Here the question of 
potential competition from new forms of 
power enters the picture — Diesels, 
“block” power plants, Federal hydro 
projects, solar heating units (now 
largely used in Florida for water heat- 
ing), possible future power units mo- 
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tored by the mysterious U-235, which 
generates millions of times as much heat 
as coal. But the electric power plant cost 
is perhaps only one-quarter or one-third 
the entire cost of a going utility. Except 
as local power units may supplant cen-f 
tral power station generation, the dis. 
tributing system, comprising some two- 
thirds of the plant, would seem fairly 
secure from obsolescence of the ab- 
normal type which may affect the power 
plant. 

Since even the wisdom of Washing. 
ton can never hope to make any exact 
appraisal of the obsolescence factor, 
should not some part of the potentia 
burden fall on undistributed surplus? 
The problem is not so much one of phys- 
ical plant value as of obsolescence oj 
earning power. The traction companies 
in their prosperity of the nineties and the 
first decade of this century could hardlyf 
have foreseen the tremendous loss oj 
earnings they would have to face due to 
the automobile; and the same, in less de- 
gree, applies to the railroads. The elec- 
tric utilities may face some similar prob- 
lem in the future (as they have faced it 
locally in recent years due to TVA and 
other power developments) but it would 
be obviously unfair to present security 
holders to charge off huge current re- 
serves for such potential future losses. 
The better policy is to consider deprecia- 
tion as principally a protection against 
(1) wear and tear beyond “normal 
maintenance,” and (2) obsolescence due 
to routine improvements in the art. 
Major causes of obsolescence should 
more logically be handled through debt 
retirement, accumulated surplus, and re- 
adjustment of stated equity values. 

It would seem, therefore, that a de- 
preciation expense charge amounting to 
about 124 per cent of gross or 2} per 
cent of property account should provide 
ample protection for present security 
holders. 

What should be done, however, is to 
bring the three Federal agencies—the § 
Bureau of Internal Revenue, the FPC, 
and the SEC—into closer working 
agreement on standards of depreciation 
accounting. : 





FINANCIAL NEWS AND COMMENT 


INTERIM EARNINGS STATEMENTS 


No. of End System Earnings per Share (a) 
Months of Last Previous Per Cent Per Cent 
Included Period Period Period Increase Decrease 


American Gas & Electric Apr. 30(b) $2.84 , 20% 
American Power & Lt. (Pfd.) . Apr. 30(b) 6.83 4 34 
American Water Works 1 Mar. 31(c) 1.17 : 143 
Boston Edison 1 Mar. 31(c) 9.12 : 3 
Cities Service P. & L. (Pfd.) .... Mar. 31 11.22 J 4 
Columbia Gas & Electric 1 Mar. 31(c) : : 61 
Commonwealth Edison 1 Apr. 30(c) - 
Commonwealth & Southern (Pfd.) Apr. 30(bc) 

Consolidated Edison, N. Y. 1 Mar. 

Cons. Gas of Baltimore Mar. 

Detroit Edison Apr. 

Electric Bond & Share (Pfd.) .... Mar. 

Elec. Power & Lt. (1st Pfd.) .... Mar. 

Engineers Public Service (d) .... Apr. 

Federal Light & Traction Mar. 

Inter. Hydro-Elec. (Pfd.) Mar. 

Long Island Lighting (Pfd.) Mar. 

Middle West Corp. ....06..0800000 Mar. 

National Power & Light Mar. 

Niagara Hudson Power Mar. 

North American Co. Mar. 

Northern States Power (Cl. A) .. Mar. 

Pacific Gas & Electric Mar. 

Public Service Corp. of N. J....... Apr. 

Southern California Edison Mar. 

Standard Gas & Elec. (Pr. Pfd.).. Dec. 

United Gas Improvement Mar. 

United Light & Power (Pfd.) Mar. 





Gas Companies 


American Light & Traction Mar. 
Brooklyn Union Gas Mar. 
EI] Paso Natural Gas Feb. 
Lone Star Gas Mar. 
Pacific Lighting Mar. 
Peoples Gas Light & Coke Mar. 
United Gas Corp. (1st Pfd.) Mar. 31(b) 


Telephone and Telegraph 


American Tel. & Tel. Feb. 29(c) 
General Telephone (e) Mar. 31(c) 
Western Union Tel. Apr. 30 


Traction Companies 


Grevhoune Calpe. cb scsescececcse 12 
New York City Omnibus 3. Mar. 
Twin City Rapid Tram. .....6.... 3 


Mar. 31(c) 2.41 
31 1.06 
Mar. 31 .20 


Systems outside United States 


Amer. & Foreign Pwr. (Pfd.) .... Dec. 31 6.21 
Inter. Tel. & Tel. (£) ZB Dec FZ 76 
D—Deficit. 
(a) On common stock, unless otherwise indicated following name of company. 
(b) Data also available for month indicated. 
(c) Data also available for quarter indicated. 
(d) Excluding Puget Sound Power & Light Company. 
(e) Including General Telephone Allied, Corporation. 
(f{) Excludes Spanish, German, and Polish properties. 
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if ,» What Others Think 


Is More Regulation the Way to 
Improve Utility Efficiency? 


OR some years students of regulation 

have shown occasional concern over 
the apparent fact that public utility 
regulation, as developed in the United 
States, does not make much provision 
for encouraging efficiency and progres- 
siveness in the management of regulated 
enterprise. This criticism usually starts 
out with the rather debatable premise 
that American utility industries (by and 
large the most technically efficient, group 
for group, in the entire world) suffer 
from an internal managerial sluggish- 
ness which it is the function of govern- 
ment regulation to eliminate. 

On safer argumentative grounds, this 
criticism points to the preoccupation of 
regulatory authorities with the somewhat 
cumbersome technique of fixing rates 
based on a profit limitation which in turn 
is based on valuation. And this preoccu- 
pation until very recent years has un- 
doubtedly bred a lamentable volume of 
litigation and general controversy. 

It is possible to cite court and commis- 
sion cases to the effect that an efficient 
utility management ought to be allowed 
a more liberal rate of return than a 
demonstrably inefficient one. But on the 
other hand, the general run-of-the-mill 
cases have shown a tendency to apply a 
fairly uniform rate of return on virtually 
all utilities hailed before the bar of regu- 
latory inspection. Only in the case of the 
celebrated Washington Plan and similar 
experiments with sliding-scale, profit- 
sharing devices has a practical attempt 
been made to offer utilities a tangible 
incentive for greater efficiency. (See 
issue of June 20th, p. 787.) 


a heey Fainsod, assistant professor 
of government at Harvard Uni- 
versity, thinks that the answer to the 
problem (assuming that it is a problem) 
JULY 4, 1940 


lies in more comprehensive regulation. 
Discussing his theory in the May issue 
of The Yale Law Journal (Volume 49, 
page 1191), Mr. Fainsod rejects the 
orthodox conception of the regulatory 
function—that a commission should 
operate negatively rather than affirma- 
tively—that it should approve or modify 
veto policies but should abstain from 
the taking of responsibility for de- 
termining such policies in the first in- 
stance, thereby leaving initiative for day- 
to-day conduct of the utility business 
and the responsibility for efficient or-f 
ganization with private management. 

Of course, Mr. Fainsod is referring 
here to more than mere technical oper- 
ating efficiency. He obviously means in- Ff 
dustrial progressiveness in a broad social 
sense. He states in part: 

An effective regulatory policy which will 
secure efficient, widespread, and economical 
service for the consuming public thus in- 
volves more than the regulation of profits, 
It must organize the utility to achieve the 
economies of optimum size and scale, elimi- 
nating wasteful duplication of facilities and 
minimizing unutilized capacity. It must hold 
operating expenses to the minimum consist- 
ent with efficient performance of the utility 
function. It must make adequate allowances 
for current maintenance and depreciation 
while providing safeguards which will pre- 
vent depreciation allowances from _ being 
capitalized in the rate base and translated § 
into excessive rates for consumers. It must 
keep capital costs as low as possible and 
supervise the utility’s capital structure. It 
must fix rates at the lowest point consistent 
with the legitimate requirements of the 
utility while providing a return sufficient to 
attract investors without encouraging over 
or under investment in utility facilities. It 
must deal with the marketing problem of 
adjusting the utility’s rate structure to bring 
about the widest possible utilization of utility 
services. It must avoid undesirable discrimi- 
nation in rates by a proper allocation of costs 
as between various classes of services and 
by a close study of the price of substitutes. 
The utility rate structure’ which it devises 
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must be capable of flexible variation with 
phases of the business cycle. Finally, regu- 
latory policy must make deliberate provision 
for encouraging efficiency and progressive- 
ness in management. 


ECOGNIZING the effort made in the 
Washington sliding-scale plan, Mr. 
Fainsod points out that the rewards are 
given to the stockholders rather than the 
management responsible for the effi- 
ciency accomplished. He thereby dis- 
tinguishes between ownership and oper- 
ating management, a distinction which a 
more conservative observer might feel 
would be more appropriately left for 
management itself to raise. 
Again, he suggests that the Washing- 
ton Plan should not w 
that there should be no automatic in- 
crease of utility rates as the result of 
years of subnormal profits. (The fact 


that under the Washington Plan cus- 
tomers only share such “deficits” and do 
not absorb them entirely is not com- 
mented upon.) Mr. Fainsod’s idea of 
regulation would be somewhat along the 
following lines: 


The conception of the regulatory function 
which has been presented here implies a 
much more active and vigorous rdle for the 
regulatory agency than is commonly en- 
visaged. It visualizes regulation, not in 
terms of lodging all policy-making initiative 
with private management and concentrating 
on the limitation of profits after they have 
accrued, but as a process in which the regu- 
latory agency shares in the formulation of 
policy and assumes affirmative responsi- 
bility for promoting efficiency in the organi- 
zation of the utility itself. The regulatory 
task, in such a view, involves positive efforts 
to reduce the underlying costs upon which 
rates depend. It requires the formulation of 
standards of operating efficiency by which 
the reasonableness of operating expenses can 
be appraised and management held account- 
able for results; it means effective control 
of allowances for maintenance and deprecia- 
tion; it involves regulation of the capital 
structure of the utility and efforts to reduce 
the costs of securing capital without drying 
up the supply of funds for necessary plant 
expansion. It also contemplates research 
into utility rate and marketing problems and 
continuous concern with problems of un- 
utilized capacity, programs of market de- 
velopment, elasticity of demand, prices of 
substitute fuels, cyclical movements, and 
other factors which affect the formulation 
of utility price policy. The focus, in short, is 


on the actual operations of the utility, and 

on methods of improving those operations. 

Of course, to do all this would require 
more regulation in terms of bigger and 
better trained staffs and consequent in- 
creased appropriations. The author does 
not discuss the possibility that regulation 
itself might become so expensive and 
cumbersome as to result in a depressing 
cost element and a paralyzing factor on 
what might be left of managerial initi- 
ative. Certainly, if pushed to extremes, 
two layers of managerial authority, one 
double checking the other, can conceiv- 
ably turn out to be more expensive than 
one. 


M* Fainsod endorses the interesting 
suggestion proposed in Professor 
Morgan’s “Regulation and Management 
of Public Utilities” (1923) that mana- 
gerial efficiency can be most effectively 
promoted through a scheme of direct 
awards bestowed by regulatory authority 
for exceptional performance. Just how 
this might be done is not developed. 

He also endorses the idea expressed 
by Lilienthal in 46 Harvard Law Re- 
view 745 (1933) that a system of equal- 
ization reserves (applied particularly to 
the wholesale utility market), which 
would set aside surplus earnings of a 
boom period to provide for the inevitable 
deficiency in revenues during depres- 
sions, is worthy of serious consideration. 

He also approves the criticism of Pro- 
fessor Locklin in 52 Quarterly Journal 
of Economics 679, 687 (1938) that the 
only escape from the more drastic alter- 
native of public ownership is to invest 
regulatory agencies with sufficient addi- 
tional power to enable them to compel 
desirable action. Professor Locklin was 
there referring to the inability of the 
railroads to solve their problem of un- 
economic organization—a problem 
which he seemed to blame entirely upon 
private management of railroads and not 
at all upon the regulatory concepts of 
railroad supervision during the last half- 
century. 


, i \HE weakness of Mr. Fainsod’s pro- 
vocative and interesting discussion 
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would seem to lie in his assumption that 
a superior type of managerial supervision 
(which would remain superior over a 
long range) is available through regu- 
latory authority (and possibly through 
public ownership) as distinguished from 
private management. But is it not a fair 
question to ask by what divine dispensa- 
tion will these regulatory commissions 
of the future, given all the personnel and 
funds they could require, be depended 
upon to make all the right decisions at 
the right time and in the right manner? 
Where would we find these paragons 
and how would we be sure that we had 
the genuine article after we captured 
them ? 

The very fact that Mr. Fainsod finds 
fault with the third layer of discipline 
which has been imposed upon the regu- 
latory strata—the appellate courts— 
shows that, at least, we can expect plausi- 
ble differences of opinion even under a 
set-up where a regulatory commission 
would function ex officio as a sort of 
superimposed board of directors for 
every public utility company. Regulatory 
reformers complain that the courts, by 
reason of their isolation from day-to-day 
regulation, are not qualified to tell the 
commissions what they should do. By 
the same token cannot the man at the 
utility executive desk raise a question as 


to what a regulatory commission sitting 
in a state capital or in Washington 
knows about the day-to-day affairs of 
managing a public utility, and as to its 
qualification to decide on such intimate 
managerial matters as when to expand 
through capital construction and how 
aggressively a sales policy ought to be 
conducted and so forth? The commis- 
sions now can easily point to managerial 
mistakes because hindsight is always bet- 
ter than foresight. 

Then there is the problem of mana- 
gerial control, once divorced of responsi- 
bility of ownership, becoming essentially 
an operation of the corporate state or, 
in blunt words, fascism. Messrs. Musso- 
lini and Hitler have long since discov- 
ered that outright public ownership of 
private enterprise is old-fashioned and 
that the state has more power and less 
trouble if it can exercise the prerogatives 
of management without the responsi- 
bility of ownership. This is an extreme 
view and not suggested here as an objec- 
tive, avowed or otherwise, of the article 
in The Yale Law Journal. But economic 
dictatorship, if, as, and when it comes, 
is no respecter of ideologies, and totali- 
tarian control of industry once centered 
in Washington could be just as much of 
a dictatorship under any other name. 





Financial Shoals Threaten the 
Power Business 


rer the electric power industry is 
serving nearly 30,000,000 customers 
—an all-time peak and an increase of 
nearly 5,000,000 since 1929. Sales have 
increased even more in proportion dur- 
ing the same period. In 1939 the indus- 
try sold over 106,000,000,000 kilowatt 
hours, compared with little more than 
75,000,000,000 in 1929. Annual gross 
revenue during 1939 reached the high 
mark of $2,300,000,000. 

Furthermore, the industry has bene- 
fited by great strides in engineering econ- 
omy. In 1929 it took 1.69 pounds of coal 
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to manufacture a kilowatt hour of elec- 
tric current. This fuel consumption 
dropped to 1.39 pounds per kilowatt 
hour in 1939. Rates have been made 
more promotional, reflecting the courage 
and resourcefulness of the industry. This 
can be seen in the Objective Rate Plan 
and similar devices which have boosted 
average annual consumption of electric- 
ity by residential customers from less 
than 500 kilowatt hours in 1929 to 890 
in 1939—an increase of almost 80 per 
cent. 

During this period millions and mil- 
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“SAM IS JUST AS BAD AS A KID, PLAYING 
WITH OTHER PEOPLE'S GIFTS!” 


lions of electric appliances have been dis- 
tributed throughout the United States. 

On the surface these statistics point 
to fair weather and happy days for a 
sound and thriving industry. The fact 
that these gains were made right through 
the depression would seem to indicate a 
particularly healthy and aggressive enter- 
prise which increased employment and 
living standards at a time when the na- 
tion needed them most. 


ut there is another side to this pic- 
ture which was thoughtfully painted 

in a paper read before the recent annual 
convention of the Edison Electric Insti- 
tute at Atlantic City, N. J., by F. A. New- 
ton, well-known rate expert of the Com- 


monwealth & Southern Corporation. Mr. 
Newton reviewed this brilliant decade of 
industrial accomplishment, but pointed to 
a concurrent factor which he believes is 
gathering momentum like a cloud. 
Boiled down to a single question, it is 
this: Has rate reduction in the electric 
industry been too rapid in view of the 
present and prospective rise in operating 
expenses (taxes, materials, wages, etc.) 
for the lasting good of a sound financial 
industry ? During the ten years reviewed, 
the average price paid by residential 
electric customers has slipped from 6.3 
cents per kilowatt hour in 1929 to 4 cents 
in 1939, or a reduction of 36 per cent. 
This reduction has been made despite in- 
creases in taxes and other operating ex- 
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penses which occurred during that time. 
This reduction was made in the face of 
actual increases in cost of living and other 
commodities. 

But here is a significant fact pointed 
out by Mr. Newton. The total revenue in 
1938 for customer use of 100 kilowatt 
hours or less was about the same as the 
revenue from the same class of custom- 
ers in 1929. In other words, the net in- 
crease in revenue was derived almost en- 
tirely from customers using more than 
100 kilowatt hours per month. And this 
in turn points to a situation that needs to 
be studied—the problem of the relation 
between cost and revenue in the larger 
consumption brackets. The speaker said 
on this point: 


The rule of thumb assumption that reduc- 
tions in rates will always result in increased 
sales and increased profits is not based upon 
facts. Unquestionably reductions in rates 
properly made tend to increase the custom- 
er’s use. However, it does not follow that 
increased profit always follows increased 
use. Nor is it safe to assume that a rate 
reduction by itself will bring increased use. 
Other factors play an equal or even greater 
part. When we stop to realize that the price 
of the household refrigerator has been more 
than cut in two in the past few years, we 
must realize that rate reductions alone are 
not responsible for all the increased use. 
How much of this increased use has been 
due to the rate reductions and how much 
to other factors, I do not know nor do you 
know, nor do Federal agencies know. This, 
however, we do know—that the rate reduc- 
tions made during the last decade have cut 
the additional revenue from increased sales 
down to a point where it becomes harder 
and harder to recoup an equivalent revenue. 
Greater volume of new business, and greater 
sales per customer are necessary to overcome 
the effect of the rate reductions because a 
constantly growing proportion of the con- 
sumption is being sold at the low blocks of 
the rate schedules. The customers’ resistance 
to the sale of appliances which will use these 
greater quantities of electricity increases as 
the market in the higher income brackets 
diminishes. More dollars have to be spent 
to get this business which comes from the 
lower blocks of the rate schedules. 


rR. Newton referred to air-condi- 

tioning, which has been taken on 
particularly in the commercial field “ 
rates based more upon faith and hope 
than upon facts and figures.” He cited 
skepticism within the industry as to the 
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wisdom of offering a competitive price 
for electric water heating at about one 
cent per kilowatt hour because of control 
needed over the demand factor. He said 
that careful soundings appeared to be 
necessary to find out what the industry’s 
position should be with respect to certain 
types of lighting on power factor, par- 
ticularly in the commercial field, in order 
to determine whether the industry is in 
safe waters in handling this particular 
type of load. 

Referring to the comparison of rates 
and the desirability of more uniformity 
and standardization of electric rates 
within the industry, Mr. Newton stated: 


Comparisons of rates as between different 
localities and different companies have been 
condemned again and again by state regula- 
tory commissions and by the courts. The re- 
ports which have been issued by the Federal 
Power Commission have served, though per- 
haps unwittingly, to increase the often reck- 
less use of rate comparisons without regard 
to the other factors, which if not also pre- 
sented and analyzed make the rate compari- 
sons valueless. These comparisons promote 
ill feeling between communities and between 
classes of service and between classes of 
ownership. 

It was a distinct advance in rate compari- 
sons when the Federal Power Commission 
presented its data by means of typical 
monthly bills. But those data have decided 
faults and shortcomings if used indiscrimi- 
nately or if used to promote conclusions not 
justified by the facts. 

The Federal Power Commission has said 
emphatically that fact finding and not rate 
fixing is the purpose of its rate survey. The 
commission has said repeatedly, “Differences 
in charges may be ascribed to various fac- 
tors, some of which can be eliminated by 
company management while others arise 
from conditions over which they have little 
or no control. Such variations make it ad- 
visable to exercise some caution in making 
comparisons of rates between communities 
as well as between different types of serv- 
ice. 

The commission has noted in its reports 
that many factors may influence rates and 
mentions among these the source and cost of 
power, distribution costs, the number of cus- 
tomers per mile of line and per square mile 
of territory served, the proportion of urban 
and rural customers, the economic conditions 
in the communities served, the proportion of 
small retail and industrial business, and 
other factors. 

While the commission has thus cautioned 
against comparison of rates between com- 
munities and while it has called attention to 
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the various factors which may influence 
rates, it, however, has proceeded to carry its 
comparisons to great length and in great de- 
tail. It has done what it warned against do- 
ing. It makes comparisons not only as be- 
tween communities but as between states, as 
between geographic divisions, and as be- 
tween private and municipal operation. It re- 
ports the lowest and highest bills prevailing 
in each state thus calling direct attention to 
those communities and to those companies 
which may have the lowest and the highest 
rates. At the same time, however, nothing 
is presented to show what conditions may 
prevail in the various states and sections of 
the country. The commission repeats and 
emphasizes by tables, charts, and maps com- 
parisons which by its own warning should be 
used with caution. 


HE speaker observed that the FPC 

had not directed attention to the 
fact that a large proportion of the rates 
throughout the country have been fixed 
by orders of the state commissions, 
which have been familiar with local con- 
ditions for many years. It was hinted 
that this might be a subtle method of 
discrediting state regulation—an objec- 
tive which public ownership advocates 
recognize must be accomplished before 
private enterprise in the electric business 
can be destroyed. Mr. Newton also 
pointed out that the FPC com- 
parison between municipal plant rates 
and private electric company rates gives 
an unfair impression because of the free- 
dom of the municipal plants from regula- 
tion, taxes, and other cost factors, and 
the absence of uniform accounting. 

For example, the FPC calls attention 
to sums which municipal plants purport 
to contribute to municipal treasuries in 
the form of or in lieu of taxes, but at- 
tempts no recognition of the fact that 
taxpayers in the community contribute 
towards the investment in municipal 
plant property and towards operating 
expenses through such items as free 
rent, engineering, legal, and other serv- 
ices. 

He also called attention to the fact that 
while private utility affairs are minutely 
examined through classified accounts, 
alleged municipal contributions are those 
reported to the FPC informally and 
classified as “estimated.” He added: 

Let us examine further into some of these 
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estimated “net cash contributions” of mu- 
nicipal plants to the municipalities. It will be 
found that 27 per cent of the total of the 
country thus reported was made in two states. 
The fact is not mentioned, however, that 
very large loans were made by Federal 
agencies to municipal plants in the same two 
states. It is interesting to note what these 
estimated “net cash contributions” amounted 
to in two states. In Florida the estimate was 
$2,587,000 while in the great populous state 
of New York the estimate was $276,000. In 
North Carolina the estimate submitted by 
the municipal plants was $1,279,000 while in 
the state of Illinois the estimate of the mu- 
ae plants of such cash contributions was 
~~ ’ ss 

In any event what relation is there between 
such estimated “cash contributions” of mu- 
nicipal plants and the taxes paid by the 
private plants? Contributions are made only 
when, as, and if there may be a profit from 
the operation of the plant. This is very differ- 
ent from taxes which must be paid by the 
private plants to a multitude of taxing bodies. 
Contributions are made out of surplus, if 
any, and are comparable only with dividends 
—certainly not comparable with taxes. 

As a matter of fact, the Federal Power 
Commission’s report issued on May 29, 1939, 
showed that in 16,831 communities served 
by privately owned plants 85 per cent paid 
less for 25 and 100 kilowatt hours per month 
than the communities in the same classifica- 
tion served by municipal plants. For a usage 
of 250 kilowatt hours per month 95 per cent 
of the communities were better off under 
private ownership. Of 1,947 communities 
served by publicly owned plants, 68 per cent 
were paying higher bills for 25 and 50 kilo- 
watt. hours than communities of comparable 
size served by private plants. 


| piers to the necessity for sound 
rate making by the industry, Mr. 
Newton gave three fundamental rules: 
(1) Rates must be compensatory; (2) 
rates must reflect sound principles of 
marketing (i.e., they should not only de- 
velop sound markets but prevent the de- 
velopment of unsound markets); (3) 
rates must be flexible and able to reflect 
the changing market. 

The speaker gave this final word of 
advice about rate making: 

It is also sound rate making to recognize 
the fact that it is not only necessary but is 
good business from the standpoint of both 
the customer and the industry to recognize 
the rule that rates may properly be worked 
out on additional cost or increment cost 
basis. Any management which fails to rec- 
ognize the fact that increased volume of sales 
taken on a proper basis will reduce unit costs 
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and result in benefit to all classes of cus- 
tomers is shortsighted. At the same time, it 
must be remembered that the increment cost 
or additional cost basis of rate making is one 
to be used with great care. It is a two-edged 
sword that may swing around and cut your 
own legs off. When the development of the 
business reaches the point where plants and 
systems are becoming quite fully loaded and 
large increased investments are in the offing, 
then is the time when the additional cost 
basis must be used with great discretion. 
Sometimes too much attention is paid to op- 
erating expenses in the study of additional 
cost and not enough to increased investments 
which are being made necessary by the addi- 
tional business so secured. It must also be 
remembered that operating expenses and 
taxes are also not static and there seems to 
be no hope that they will become so, at least 
not in the near future. .. . What needs to be 
guarded against is that the increased business 
of this character does not bring with it 
shortly very material increases in invest- 
ment made necessary by it alone and thereby 
increased fixed charges. 

This situation is being given serious con- 
sideration by a number of people in the in- 
dustry and within the past two or three years 
measures have been taken in a number of 
cases to protect the companies against this 


danger. These measures have taken the form 
of additional demand charges on residential 
and rural customers whose demands may ex- 
ceed a certain amount or they have taken the 
form in some cases of providing that in no 
instance shall a customer’s average rate go 
below a certain price per kilowatt hour re- 
gardless of how the schedule itself may 
work out. Other provisions have been made 
of the same nature. These measures are but 
manifestation of a realization that the char- 
acter of the business taken on at the lowest 
blocks of the rates is bringing about material 
increased fixed charges which may not be en- 
tirely compensated for at the rates named. 


The speaker concluded on the hopeful 
note that the dangers mentioned could 
be avoided with care and study. He 
pointed out that the political gales which 
have buffeted the industry have subsided ; 
that the industry is still sound and in the 
hands of an able crew. 


1940 Rates—DriFtTInc or Sarwinc. Address 
by F. A. Newton before the Fifth General 
Session of the Eighth Annual Convention of 
the Edison Electric Institute. Atlantic City, 
N. J. June 6, 1940. 





Some Personal Touches Suggested for Bettering 
Utility Public Relations 


N the June Ist Electrical World there 
was an interesting suggestion made in 
an editorial under the signature of S. B. 
Williams, editor of that publication, con- 
cerning public relations. The editorial 
started off by recalling an incident about 
the public relations manager of a private 
utility who had finally obtained the con- 
sent of his management for the erection 
of a sign directing motorists to the com- 
pany’s most attractive water power de- 
velopment and inviting them to visit the 
plant. Editor Williams compared this 
modest step with the policy of the Se- 
attle municipal administration. The edi- 
torial continued : 


On the Skagit river the city has a series 
of dams in a beautiful setting, but miles and 
miles away from the users. They can’t bring 
the dams any nearer to the people, so they 
bring the people to the dams. Week-end ex- 
cursions at very small cost are arranged for 
the people of Seattle to visit these dams as 
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the city’s guests. A mountain rail trip, a boat 
ride, generous meals, comfortable sleeping 
quarters, music in the trees, colored lights 
thrill the visitors. 

In this way the city of Seattle sells its mu- 
nicipal operation to its people — and the 
people are sold and like it. There the theory 
is to show all—tell all. With the private com- 
panies there seems to be a reticence—a sort 
of feeling of “Oh, what the what, the public 
isn’t interested.” 

Maybe the private companies would be 
surprised if they made the effort to sell 
themselves. Suppose it does take something 
of acircus stunt. If it works, and it does with 
Seattle, then it is all right. 

Seattle is proud of its Skagit river and it 
is doing its level best to make its people feel 
the same way. Are the private companies any 
less proud? 


F adeere- that this is sound advice, 
certainly the private power industry 
will have to step on it if it is to match the 
tourist-hunting tactics of the Federal 
government. Boulder dam has become a 
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Courtesy, The New Yorker 


“DOES THIS TICKET ENTITLE ME TO A HANGOVER IN PHILADELPHIA?” 


national tourist attraction. The TVA has 
publicized its activities on a vast scale in 
large and small communities. Through- 
out the land, WPA, PWA, and REA 
signs serve to remind the public con- 
stantly that these Federal agencies are 
making new or improved facilities avail- 
able to them. More recently, The Journal 
of Commerce (New York) commented 
editorially on this as follows: 


Government agencies are doing a perfectly 
proper thing in directing public attention to 
their accomplishments, even though they do 
carefully refrain from pointing out the cost 
to the taxpayers of such improvements. 
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Day in and day out, year in and year out, 
private enterprise provides a vast variety of 
useful facilities to the public, without cost 
to the taxpayer. The bulk of the needs of the 
American people for goods and services is 
still provided by business, rather than by 
government. On the whole, these needs are 
being met efficiently and at low cost, despite 
the fact that private enterprise must pay a 
very large part of the taxes that go to make 
government enterprise possible. 

Some concerns have taken pains to give 
wide publicity to their own contributions to 
the public welfare. River Rouge, for ex- 
ample, has become a symbol of industrial 
progress the world over. Very many man- 
agements still feel, however, that their 
proper function is to make and sell goods, 
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and not to act as showmen on their own 
behalf. What the Federal government does 
to make of Boulder dam one of the popu- 
larly recognized wonders of the New World 
doubtless appears to many business men as 
undignified and unsuitable for private en- 
terprise to emulate. 

Such an attitude is not well founded. Pri- 
vate enterprise in America has created the 
greatest industrial civilization history has 
known. The railroads, the public utilities, 
manufacturing and distribution as we know 
them today, are replete with wonders that 
the public is ready and eager to appreciate 
if given the chance. The millions of visitors 
that throng the two World Fairs give ample 
proof of the existence of this interest. How- 
ever, such popular curiosity must be satis- 
fied constantly and properly if industry is 
to reap the benefit. Adequate provision must 
be made for demonstrating, in simple but 
dramatic fashion, just how various indus- 
tries are serving the public. People will thus 
gain a far better understanding of what 
private enterprise means to them, and they 
will become less patient with those who 
malign it or threaten its very existence. 

It is no easy matter to do this public re- 
lations job adequately. It is a continuous, 
not a one-time, task. The government has 
not been afraid to tackle this undertaking 
seriously and persistently in winning popular 
favor for its public works and other activi- 
ties. Can private enterprise afford to do less? 


ERTAINLY private industry does not 

lack opportunities to greet the 
traveler or inspire the tourist.. Take, for 
example, the private power development 
around Niagara Falls. There is hardly a 
man, woman, or child throughout the 
length and breadth of the land who does 
not hope to make a pilgrimage some time 
or other to the site of this scenic splendor. 
Railroad companies would certainly 
jump at the chance to arrange attractive 
excursion junkets from various parts of 
the East that could be tied in “with the 
compliments” of local private power 
companies through the auspices of fra- 
ternities, civic organizations, and so 
forth. Since Elks’ Lodges and church 


organizations, for example, hold annual 
outings for their membership pretty 
regularly anyhow, it seems almost a 
“natural” for a public relations tie-in. 

On a less ambitious scale the beautiful 
rapids of the Susquehanna river at the 
site of the Conowingo dam would make 
an ideal 1-day picnic outing easily ac- 
cessible to a half-dozen larger cities, in- 
cluding Philadelphia, Baltimore, and 
Washington. Nor would such promo- 
tional ventures be necessarily confined to 
hydro plants. There are scores of attrac- 
tive steam generating plants situated in 
locations that would afford local power 
companies a chance to play the part of 
the community Good Sport, providing 
recreation for adult customers and fresh 
air for the kiddies. Indeed, there is no 
reason why gas and telephone companies 
could not take a similar tack. 

Somewhat along the same line, enter- 
prising paper manufacturers have long 
urged institutional advertisers to look 
into the possibilities of supplying such 
attractive and useful items to the house- 
wife as fresh, crisp, imitation lace paper 
aprons, blotters, book marks, canning 
labels, food wrappers, recipe books, and 
so forth, with appropriate but not neces- 
sarily conspicuous “complimentary” in- 
scription. Banks, insurance companies, 
and railroads seem to find such good-will 
promotional activity worthwhile. It might 
be worth at least some study by public 
utility companies. Maybe the average 
customer would much rather get a blotter 
or something else useful with his monthly 
bill than some statement about company 
affairs in which he might not be par- 
ticularly interested. A promotional ex- 
hibit at the recent EEI convention indi- 
cated that such ideas are already being 
given attention through the medium of 
the ubiquitous “Reddy Kilowatt.” 





¢ CT DON’T see why government can’t help clean up some of the skull- 


duggery without going overboard on reform. 


But I am not con- 


vinced that government regulation is the only way to clean up the ad- 
mittedly bad situations in some places—or even the best way.” 


—SuMNER T. PIKE, 


Member, Securities and Exchange Commission. 
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The March of 
Events 


President Asks FPC to Survey 
Defense Needs 


RESIDENT Roosevelt, on June 15th, directed 

the Federal Power Commission to ex- 
amine the power facilities of the country to 
determine the industry’s capacity to supply the 
demands for electricity that the defense pro- 
gram will create. The commission was in- 
structed to determine what the demands were 
likely to be, to confer with the utilities with 
respect to “supplying such needs | in the most 
dependable and economic manner,” and, where 
the supply of power is not sufficient to meet 
the prospective demand, to make arrangements 
to cut other power sources into the distribut- 
ing systems. 

Mr. Roosevelt’s letter to Leland Olds, chair- 
man of the FPC, is quoted in part as follows: 

“In order that we may have an adequate sup- 
ply of electric power in the areas in which it 
is most needed, I would like the Federal Power 
Commission, utilizing its existing facilities, in 
cooperation with the National Power Policy 
Committee, and the advisory commission to the 
Council of National Defense, to undertake the 
following : 

“1. To maintain contacts with the War and 
Navy departments, the Maritime Commission, 
the Civil Aeronautics Authority, Coast Guard, 
the advisory commission to the Council of 
National Defense, and the other government 
agencies concerned, with national defense or- 
ders, to translate their orders and requests 
into demands for power, and to keep check on 
the adequacy of the power supply to meet such 
demands ; 

“2. To maintain contacts with vital national 
defense industries, to keep currently informed 
as to their present and prospective needs, to 
confer with the utilities with respect to sup- 
plying such needs in the most dependable and 
economical manner, and with respect to pro- 
viding needed interconnections between private 
industrial generating plants and the utility 
systems ; 

“3. To maintain contacts with the electrical 
equipment industry, to keep monthly records 
of all orders placed for generating equipment, 
to keep check on existing stocks of transmis- 
sion and distribution equipment and supplies 
with a view to maintaining them at an ade- 
quate level, and to recommend to the President 
priorities between orders; 
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“4. To obtain monthly information from the 
utility industry as to loads so that increased 
requirements in any area can be anticipated and 
steps taken to meet them promptly, and, to plan, 
in coOperation with the industry, for the most 
economical use of existing steam and hydro 
capacity, curtailment of less essential loads, 
emergency interconnections between systems, 
expansion of distribution systems to meet war 
industry requirements, additional generating 
capacity, and, where utilities are unable or un- 
willing to undertake necessary construction, to 
report to the President the need of special ar- 
rangements to finance or otherwise further 
such construction ; 

“5. To work out plans for the protection of 
pow er supply against hostile acts, and to this 
end to codperate with the utilities and other 
government agencies, including the Department 
of Justice, in protecting generating stations, in- 
terconnecting transmission lines, important sub- 
stations, and distribution facilities required to 
assure power supply to key industrial plants.” 

The first program will be to revise estimates 
of prospective power demands to make them 
conform with the increased industrial activity 
incident to the defense program, officials said. 
A recommendation that the government begin 
construction of a grid system of electric power 
transmission in the northeast quarter of the 
country recently was reported to have been laid 
before President Roosevelt by the National 
Power Policy Committee. 

The government would, use funds and lend- 
ing authority contained in national defense 
legislation to finance the grid system which 
would cost about $190,000,000. Its purpose 
would be to provide for additional power in 
strategic industrial areas by making power in- 
terchange possible. Members of the Power 
Policy Committee would not discuss the re- 
port that they had submitted such a recom- 
mendation. 


Power Committee Appointed 


LANS have been made to insure the most 
P efficient use of available power resources 
and to supplement them when necessary. This 
phase of the national defense program will 
be handled by a subcommittee appointed by 
the advisory commission (headed by Edward 
R. Stettinius, Jr.) of the Council of National 
Defense. Members are Gano Dunn, president 
of the J. G. White Engineering Corporation, 
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a Stettinius consultant, and Leland Olds, chair- 
man of the FPC. One of the chief aides will 
be C. W. Kellogg, president of the Edison 
Electric Institute. Other consultants will rep- 
resent the Army and Navy and the operating 
industry. They are Major Theron D. Weaver, 
Corps of Engineers, U. S. Army; Commander 
K. B. Bragg, Civil Engineers’ Corps, U. S. 
Navy; and John C. Parker, vice president, 
Consolidated Edison Company of New York. 

This development quickly followed the 
President’s letter to FPC Chairman Olds (see 
preceding item). The implications of that 
communication were that the FPC should curb 
any lurking desire to extend its control over 
the electric utilities and give wholehearted co- 
Operation to defense measures in codp- 
eration with the Stettinius commission. The 
President thus indicated that he is not presently 
interested in any scheme advanced by the inner 
circle New Dealers which might tend to ham- 
per rather than aid the defense program. 

One of the first specific actions following the 
organization of the power committee was a 
request to Congress for $65,000,000 addi- 
tional funds to speed work on TVA generat- 
ing plants now under construction. TVA Di- 
rector Lilienthal sold the idea to Mr. Stettinius 
and his colleagues, and it was understood that 
the power committee was in full accord. 


Clearing House Offered for 


Swapping “Integration” 
Securities 


Ou of the novel by-products of the SEC’s 

determination to enforce the administra- 
tion of the reorganization section of the Hold- 
ing Company Act (§ 11) was the recent an- 
nouncement by a former member of the SEC 
staff that he had set up an independent bureau 
with offices in New York city and Washing- 
ton for the “acquisition, sale, or exchange of 
nonintegrated properties.” 

Lewis M. Clarkson, promoter of this enter- 
prise, pointed, to a recent statement by Chair- 
man Frank of the SEC that an alternative 
method of complying with § 11 is the exchange 
of utility securities or utility assets with other 
holding company systems where the exchanged 


property is capable of physical integration with 
the adjacent properties of the acquiring system. 
Clarkson observed that under ordinary nego- 
tiations a possible vendor does not care to 
make the original approach, and even when he 
does so there is usually a great deal of time- 
consuming backing and filling before a deal 
is either completed or dropped. 

In a bulletin announcing his service, Clark- 
son stated that he would register any public 
utilities securities or assets which are not in- 
tegrated and, for which a holding company de- 
sires a sale or exchange without fee for regis- 
tration—thereby offering a disinterested and in- 
dependent medium to eliminate the sacrifice of 
trading position by interests wishing either to 
acquire or dispose of nonintegrated holdings, 


SEC Aids Registrants 


o facilitate the proper filing of registra- 
tion statements under the Securities Act 
and other statements required to be filed un- 
der the Securities Exchange Act, the Securities 
and Exchange Commission announced a serv- 
ice of assistance to_ prospective issuers of 
securities in its San Francisco, regional office. 
The new project, labeled “experimental,” 
will be duplicated, in the other SEC regional 
offices throughout the country if the trial in 
San Francisco is successful, it was said. 

The task of filing registration statements 
has been a source of many complaints from 
the public and the financial community since 
enactment of the securities acts. By this new 
means, supplementing on a regional basis a 
unit established sometime ago at the SEC’s 
home office to aid registrants, the commission 
apparently seeks to remove some of the source 
of irritation. 

E. Forrest Tanzer, an attorney who has had 
several years’ experience in the SEC’s regis- 
tration division in Washington, was to head the 
new unit in San Francisco, aided by F, K. 
Bishop, a member of the examining staff of the 
registration division. 

The statements required by the statutes still 
will have to be filed in Washington, but for 
advice on how to prepare the statements pros- 
pective issuers in the area of California, 
Nevada, and Arizona now may apply to the 
San Francisco regional office. 


Alabama 


Utility Laws to Stand 


jo, igrmenmcer of the state legislature’s code 
committee recently said “some confusion 
exists in the statutes affecting municipal own- 
ership of utilities” but insisted its codification 
would “leave them exactly as they have been 
operating.” 

Municipally owned utilities are exempt from 
regulation by the state public service commis- 
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sion in so far as rates, charges, and services 
are concerned, but under the Booth Act cities 
are required to attempt purchase of existing 
utilities before duplicating them. 

Cities also may petition the public service 
commission for a revision in rates charged by 
private utilities. 

There has been no codification of laws since 
1923 and statutes existing then have been 
amended often by the state legislature. 





THE MARCH OF EVENTS 


Utility Requested to Withdraw 


HE Bessemer city council passed a resolu- 

tion at its meeting last month, requesting 

the Birmingham Electric Company to withdraw 

operations in the city, as it was operating 

without a legal franchise. The resolution had 
been introduced at a previous meeting. 

Mayor Jap Bryant emphasized the request 


contained in the resolution in addressing the 
council, and declared that whatever franchise 
the company had operated under had expired, 
and it could not legally compete with the Besse- 
mer Electric System. 

A resolution was also passed directing the 
mayor to make purchases from such firms for 
the city as were using Bessemer Electric Sys- 
tem lights where prices were advantageous. 


Arkansas 


Co-op Cannot Be Sued 


A RURAL electric codperative association, 
many of which have been formed in 
Arkansas within recent years, cannot be sued 
for damages, the Arkansas Supreme Court 
ruled on June 10th. 

The opinion, written by Associate Justice 
Holt, was the first in which one of the new 
cooperatives was involved. It held that such 
organizations are nonprofit groups and there is 
no special statute under which they would be 
liable for damages, nor is such procedure au- 
thorized by common law. 

The court held specifically that the Arkansas 
Valley Codperative Rural Electric Company 
could not be sued for a tort and reversed and 
dismissed a $6,000 Franklin circuit court judg- 
ment against the company in favor of George 
Elkins, a Franklin county farmer. 

The company was chartered to manufacture, 
sell, and distribute electric current to farmers 
in that area. It is a nonprofit organization 
operated solely for the benefit of members. 

Roy Wilson, a company employee, visited 
Mr. Elkins’ farm and in company with Mr. 
Elkins began an inspection of right-of-way 
granted the company for its lines. Mr. Wilson 
was driving the car. While his attention was 
distracted, he drove the car into a stump. 
Mr. Elkins was thrown against the windshield. 


Mr. Elkins sued the company and Mr. Wil- 
son. A $6,000 judgment was awarded in Frank- 
lin circuit court. Although dismissing the suit 
against the company, the tribunal affirmed 
judgment against Mr. Wilson but held it was 
too high and reduced it to $3,000. 


REA Lines to Be Built 


 SPaprtepngs of 2,150 miles of extensions 
to rural electric codperative service lines 
in the state and the organization of five new 
cooperatives to serve nine additional counties 
would begin soon after July Ist, W. Fred Jor- 
dan, field representative for the Rural Elec- 
trification Administration, announced. 

The extensions and new lines would cost 
approximately $2,500,000, Mr. Jordan said. He 
stated, that $6,000,000 is available for rural elec- 
trification in the state. 

Cooperatives will make extensions in the fol- 
lowing counties: Clay, 150 miles; Mississippi, 
150 miles; Carroll, 150 miles; Washington, 125 
miles; Miller, 150 miles ; Craighead, 200 miles ; 
Fulton, 200 miles; Johnson, 100 miles; Jack- 
son, 30 miles; Woodruff, 150 miles; Pulaski, 
400 miles. 

New cooperatives, it was stated, would be 
organized to serve Drew, Ashley, Bradley, 
Clark, Nevada, Columbia, Arkansas, Scott, and 
Polk counties. 


California 


Local Services Sold 


ALE of local bus and rail lines in four cities 
in southern ‘California to the Pacific City 
Lines was announced last month by the Pacific 
Electric Railway, southern California’s big 
interurban system and a subsidiary of the 
Southern Pacific Railroad. The fundamental 
purpose, according to Oscar A. Smith, Pacific 
Electric’s president, was to enable the company 
to concentrate on main-line interurban rail op- 
erations, allowing Pacific City Lines to han- 
dle local feeder service in cities outside Los 
Angeles. The price was not made known. 
The sale affected service in Glendale and 


Burbank, where the existing bus system would 
be taken over by Pacific City Lines, and Pasa- 
dena and San Bernardino, where the new com- 
pany would operate both bus and rail lines. 

The sale was part of a rehabilitation pro- 
gram begun by the state railroad commission 
some months ago. 


Negotiate Hetchy Lease 


| ge meore to enter negotiations with Pacific 

Gas and Electric Company for a new mu- 
nicipal power lease was granted recently by 
the San Francisco Public Utilities Commission 
to Utilities Manager Cahill. 
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The lease, which must contain an option to 
buy at the insistence of Secretary of the In- 
terior Ickes, would take the place of the Hetch 
Hetchy power contract with the private utility 
which was invalidated by the U. S. Supreme 
Court. 

It would cover PG&E distribution facilities 
within San Francisco. 

Secretary Ickes at the beginning of the re- 


cent talks with two time-seeking San Francisco 
delegations in Washington had insisted that at 
least a 99-year lease be negotiated in lieu of 
direct municipal distribution of power. Subse- 
quently the figure was tempered, to the extent 
that a 20-year lease might be approved if other 
conditions proved satisfactory. Cahill sub- 
mitted to the utilities commission a complete 
transcript of the discussions. 


Connecticut 


Electric Rates Reduced 


HE United Illuminating Company recently 
announced a reduction in electric rates, 
effective July 1st, which it said would save 


New Haven customers approximately $228,000 
annually. 

The rates affected were the regular domestic 
ones applying to household use, and a new gen- 
eral rate which replaced the lighting rate. 


Indiana 


Gas Case Appealed 


ITIGATION involving validity of a long-term 
lease with the old Indianapolis Gas Com- 
pany will be taken to the United States Su- 
preme Court, according to recent reports. 
Following a conference of city officials, city 
attorneys and directors of the Indianapolis 
utilities district, Mayor Reginald H. Sullivan 
said a petition asking a rehearing first would, 
be filed with the United States Circuit Court 
of Appeals in Chicago, which recently held the 
lease valid. The old Indianapolis Gas Company 
owns approximately 60 per cent of property 
used by the utility. 
“The proper steps to seek a ruling by the 
United States Supreme Court will follow,” 
the mayor said. He explained that the con- 


ferees did not discuss the possible procedure 
of acquiring the property by condemnation. 


Get Lower Rates 


Seo northern Indiana cities will get lower 
rates under schedules approved by the state 
public service commission for the Gary Heat, 
Light & Water Company and the Northern 
Indiana Public Service Commission. 

The reductions were ordered after conferees 
for the utilities and the commission agreed. 
They were said to be the first since Gov- 
ernor M. Clifford Townsend recently ordered 
an examination of utility rates. 

Based on the last year’s sales of the utilities, 
the reductions were estimated at $200,000 
yearly. 


Iowa 


Asks Denial of Tax Refund 


HE Des Moines legal department recently 
recommended that 130 claims for refund 
of a special metropolitan light tax be denied. 
The tax, it was stated by Sam Orebaugh, 
assistant city solicitor, is one which statute 
provided the city might levy on property 
abutting on streets which were specially 
lighted by “electroliers or other special de- 
vices.” In setting up a “metropolitan lighting 
district” in 1926, the council also included 
properties in a “benefited district” not direct- 
ly on the streets and illegally taxed them, it 
was said. 
Mr. Orebaugh declared, however, that the 
law in this country, while “not definitely estab- 
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lished in Iowa” apparently provides that when 
such a tax has been paid voluntarily and the 
money has been spent, the taxpayer cannot re- 
cover. The claims showed no record of pro- 
tested payment. Unless the taxpayers can 
show they protested, therefore, it was recom- 
mended that their claims totaling $5,600 be 
denied. 


Gets Loup Power 


j pean ge hydroelectric power is to be 
used in Iowa. The Loup River Public 
Power District last month signed a contract 
with the Interstate Power Company, of Sioux 
City and Dubuque, for furnishing power at 6 
mills per kilowatt. ; 
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The contract also provides for an inter- 
change of power. If Loup river is forced to 


call on Interstate Power its needs will be 
furnished at 4 mills. 


Kentucky 


Utility Cuts Power Rates 


| preg 6 Robert M. Watt of the Ken- 
tucky Utilities Company and the Kentucky 
Power & Light Company announced electric 
rate reductions which he said would save con- 
sumers $147,554 annually on the basis of 1939 
usage. The announcement, following negotia- 
tions with the public service commission, said 
the latest reduction would affect all residential 
and commercial lighting customers in 24 Ken- 
tucky cities with more than 3,000 population. 

These are Central City, Cynthiana, Danville, 
Earlington, Elizabethtown, Franklin, Fulton, 
Georgetown, Glasgow, Harlan, Harrodsburg, 
Lebanon, Lexington, Middlesboro, Mount 
Sterling, Paducah, Pineville, Paris, Princeton, 
Richmond, Shelbyville, Somerset, Winchester, 
and Maysville. 

The company said the reduction was the 
second in four months, and that customers’ 
savings for this year totaled $328,335 to date. 


To Build New Power Line 


HE Louisville Gas & Electric Company 
would begin construction of a $120,000 


transmission line and a $2,300,000 generating 
plant July 1st, it was announced by the com- 
pany president recently. 

The transmission line, 28 miles long, would 
supply Fort Knox with additional power Ca- 
pacity and with the present line would insure 
the fort against transmission failure should 
one of the lines be damaged. 

First announced last year, the generating 
plant will be a 25,000-kilowatt steam unit lo- 
cated at the company’s Canal street station. 
Addison Lee, Jr., vice president in charge of 
operations, said the 1928 hydroelectric instal- 
lation develops all the potential hydroelectric 
energy available, and additions to the com- 
pany’s power output therefore must be 
through steam generation. 

The company built its first steam unit— 
another 25,000-kilowatt plant—in 1937. It was 
the first capacity increase since the hydroelec- 
tric installation. 

The new unit would be needed, Mr. Lee 
said, to supply growing current demand, in- 
cluding development expected at Fort Knox 
in the next several years. The supplemental 
line would be for “military and defense pur- 
poses,” Mr. Lee said. 


Michigan 


Gas Rate Case Ended 


HE Detroit gas rate case, involving re- 
ductions by the Michigan Consolidated 
Gas Company, has been ended—nearly three 
years after petitions were filed for reductions. 
Final testimony was taken June 12th. There 
were to be no final arguments, no briefs by 
attorneys. Chairman John J. O’Hara, of the 
state public service commission, said a deci- 
sion might be expected the latter part of this 
month. There were indications by commis- 
sion members that a reduction would be 
granted. The decision will be based in large 
part on an analysis of the record by the com- 
mission’s Own engineers. 

The entire controversy hinged on a “proper” 
valuation of the company properties for use 
as a base by which to determine a “fair and 
reasonable” rate. The company had presented 
a case to support a valuation of approximate- 
ly $85,436,000. The petitioners insisted this 
figure should be about $53,000,000. 


One of the principal points of difference 
was whether the manufacturing equipment 
which provided gas for Detroit before the ad- 
vent of natural gas in 1935 is still “used and 
useful.” The company insisted that it must 
be maintained for stand-by service at its full 
value. The petitioners claimed it is obsolete, 
unused, and improperly included in the rate 
base valuation. 

Final testimony, by John W. Batten, general 
manager of the company, was on the proposal 
that a reserve supply of natural gas be stored 
in the ground in some Michigan gas field 
through an extension of the natural gas pipe 
line from Texas. Under cross-examination, 
he said that an investigation was being made, 
and that a specific field was under consider- 
ation, but he termed the idea “nebulous,” a 
possibility rather than a probability. He testi- 
fied that even if this were accomplished it 
would not eliminate the necessity of maintain- 
ing manufacturing equipment and holders to 
meet peak loads and emergency demands. 
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New Jersey 


Gas Rate Cut Ordered 


ie state public utilities commission on 
June 5th ordered the Jersey Central 
Power & Light Company of Morristown, N. 
J., to make reductions amounting to $472,000 
a year for its customers in the southern, cen- 
tral, and some northern sections of the state. 
The reduction would apply to bills rendered 
on and after July Ist, and was in addition to 
a $258,000 reduction made voluntarily by the 
company recently by agreement with the com- 
mission, before which a reduction case had 
been pending for some time. 


The recent order was not a decision in the 
rate case, but deferred final action on the case 
until the effects of the order could be studied. 
The commission said it based the present order 
on “indicted” costs of the company, stating: 

“It is apparent that any conclusions now 
reached as to the value of property, operating 
expenses, and rate of return can have no as- 
sured stability for any reasonable period. 
World conditions already have affected the 
financial markets and price levels. This un- 
certainty is indicated by the probability of in- 
creased Federal income and other taxes to 
finance national defense.” 


New York 


Electric Rates Cut 


URTHER reductions in the electric rates of 

two of the state operating properties in 
the Associated Gas & Electric system, aggre- 
gating $525,000 a year, were « ecently negoti- 
ated by the public service commission. 

On July lst, Rochester Gas & Electric 
Corporation put into effect a new schedule of, 
service charges, which the company estimated 
would result in savings of nearly $400,000 
annually to consumers in Rochester and near- 
by communities. 

Staten Island Edison filed another rate re- 


duction of $125,000 per annum in addition to 
the $350,000 decrease which was made effec- 
tive on June Ist, making a total cut since May 
15th of almost $500,000. 

The Rochester utility’s new rate schedules 
will save residential consumers $221,500 a 
year, and commercial users will benefit to the 
extent of $178,300 annually. 

Milo R. Maltbie, chairman of the commis- 
sion, negotiated both of the rate cuts made by 
Staten Island Edison, and the new conces- 
sion made by the company is believed suffi- 
cient to warrant dismissal of formal pro- 
ceedings on rates by the state agency. 


Oregon 


Power Contract Signed 


HE Pacific Power & Light Company last 

month signed a l-year contract to pur- 
chase 1,500 kilowatts of Bonneville power for 
distribution in Clatsop county and agreed to 
permit use of its lines to serve three public 
agencies which are Bonneville customers or 
potential customers. 

Bonneville Power Administrator Paul J. 
Raver and President Paul McKee of the Paci- 
fic Power & Light executed the contract. Due 
to its temporary nature, Raver announced, no 


attempt was made to stipulate resale rates. 
A Bonneville statement said: 

“The parties agreed, however, to inaugurate 
studies and investigations immediately with a 
view to determining what resale rate sched- 
ules would be appropriate should a more 
permanent power contract be... agreed upon.” 

The Clatsop contract also contemplates the 
sale of undetermined amounts of dump 
energy and gives the company an option to 
take an additional 500 kilowatts of firm power 
to meet anticipated load increases in the As- 
toria-Seaside division. 


Pennsylvania 


Sliding-scale Test Planned 


A PROPOSAL to use the Edison Light & Power 
Company of York as a test case for an- 
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other innovation in utility regulation—a slid- 
ing scale for automatic adjustment of rates— 
was made by the state public utility commis- 
sion recently. 3 





THE MARCH OF EVENTS 


Carrying a previous York case to the U. S. 
Supreme Court, the commission established its 
right to fix “temporary” rates, while proceed- 
ing with the litigation that leads to perma- 
nently lowered rates. 

Company revenues have been lowered by 
$435,000 a year by a temporary rate order now 
in effect, and York consumers are entitled to 


approximately $600,000 in reparations. A 
member of the commission said the parties 
were in “close agreement” on a permanent 
rate base and an order for even lower rates. 
As an experiment, the commission will seek to 
establish through this rate order the “sliding- 
scale” feature for the first time in the history 
of utility regulation in the state. 


South Carolina 


Agree on Line Transfer 


ACS important step was taken in Co- 
lumbia recently to bring about the trans- 
fer of electric lines built and now operated by 
the central State Rural Electrification Au- 
thority to the new county codperative associ- 
ations. 

The REA and the coéperatives agreed upon 
a plan under which the lines would be trans- 
ferred. The plan was accepted first by the 
State Federation of Electric Codperatives, 
this being the central organization of the sev- 
eral codperative associations, and then ap- 
proved by the board of directors of the REA 


at a meeting in the office of the chairman, 
Governor Burnet R. Maybank. 

After the plan of transfer had been ac- 
cepted, Governor Maybank said the action 
“clears the way for the spending of $5,000,000 
through the codperative associations on new 
lines in this state.” 

The REA board adopted a resolution under 
which its executives and engineers were in- 
structed to relinquish to the codperatives any 
lines, then held by the REA, that the “co-ops” 
may request, provided that the basis is legal 
and provided that in such transfer agreement 
the payment of the REA’s debt on the line is 
provided for. 


Tennessee 


Tax Replacement Approved 


HE Nashville Power Board, playing the 
role of dual benefactor to the city and 
county, voted recently to pay $105,000 to the 
city as tax equivalent due for the past five 
months and $50,000 to the county for the same 


period, obviating, according to County Judge: 


Litton Hickman, the necessity of an increase 
in the county tax rate. 

Judge Hickman, attending the regular ses- 
sion of the power board, thanked the board 
for its codperation and its decision to pay tax 


equivalents to the county government. He 
said that county heads had definitely decided 
on the necessity of a county tax increase if 
the board had decided not to pay into the 
county treasury the tax equivalent of approxi- 
mately $10,000 a month that was due from 
Nashville Electric Service. 

The tax equivalent obtained from NES, 
since it is specifically listed in the Power Board 
Act as not a tax but a payment in lieu of taxes, 
is not subject to prorate and is paid into the 
general fund in its entirety for the city’s ordi- 
nary expenses during the next two months. 


Wyoming 


FPC Grants Application 


HE Federal Power Commission recently 
granted an application of the Star Valley 
Power & Light Company of Afton, for per- 
mission to construct and operate a power proj- 
ect on Swift Creek affecting lands of the 
United States in the Wyoming National For- 
est. The power developed will be used to sup- 
ply electric service to Afton. 
The project would consist of a gravity dam 
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about 20 feet high, a 30-inch pipe line 7,032 
feet long, a surge tank, a power house, and a 
2,300-volt transmission line approximately 0.90 
miles long. 

The commission found that the project did 
not affect any government dam or navigable 
water of the United States and was adapted 
for beneficial public uses, including recreational 
purposes. Preliminary operations have been 
carried on with the approval of the Forest 
Service, it was said. 
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The Latest 
Utility Rulings 


FPC Fixes Returns on Investment—Rejects 
Reproduction Cost 


N the first rate case involving a hydro- 
I electric project licensed by the Fed- 
eral Power Commission, an opinion and 
order were announced on June 20th by 
the commission, directing the Safe Har- 
bor Water Power Corporation to revise 
its rate schedule to its parent companies 
to provide for a 6 per cent return on the 
net investment in its licensed project on 
the Susquehanna river in Pennsylvania, 
plus adequate working capital, and to re- 
duce its wholesale rate schedule in the 
amount of approximately $350,000 an- 
nually. 

The commission, asserting its juris- 
diction under Part I of the Federal 
Power Act, employed the statutory net 
investment rate base in prescribing the 
new rate, which would become effective 
July 1, 1940. It termed the net investment 
rate base, which was obtained by taking 
the actual legitimate original cost of the 
project, subtracting book reserve for de- 
preciation, and adding adequate working 
capital, the equivalent of what Mr. Jus- 
tice Brandeis called “prudent invest- 
ment.” 

The opinion requires the corporation 
to determine annually its claimed actual 
legitimate original cost, set in the opinion 
as $27,663,000 net as of December 31, 
1939, by starting with this figure and 
adding the cost of additions and better- 
ments and subtracting the cost of retire- 
ments. 

In support of the advantages of the 
statutory net investment rate base with 
its stability and related flexible rate of 
return, as compared with the burdensome 
and time-consuming “fair value” rate- 
making principle, the majority opinion 
stated : 


The “fair value” rule for rate making, 
with its speculative element of reproduction 
cost, has been demonstrated by experience to 
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be delusive. Net investment, or prudent in- 
vestment, is based upon established facts and 
is not subject to the vagaries of theories, im- 
agination, and abrupt fluctuations of prices 
and conditions. It eliminates unwarranted 
demands upon consumers through the pro- 
jections of future rates upon ephemeral val- 
ues and gives stability to rates, which min- 
imizes the economic shocks from sharp fluc- 
tuations in prices. 


The 6 per cent rate of return set by the 
majority opinion was adopted in con- 
formity with recent court decisions and 
consideration of the trend of utility rate 
of return. In this connection, the ma- 
jority opinion stated: 


We have reviewed the seven cases in 1939 
in which courts and commissions prescribed 
6 per cent as a reasonable rate of return for 
electric, gas, telephone, and bridge utilities. 
The Illinois Supreme Court held in 1939 that 
a rate of return slightly more than 5 per cent 
was not confiscatory, but the court empha- 
sized the difference between a reasonable rate 
of return and a nonconfiscatory one, and the 
rate base was fair value there as distinguished 
from the net investment base used in this case. 
Peoples Gas, Light and Coke wv. Slattery, 
31 PUR (NS) 193,217. 

After a consideration of the comprehensive 
evidence in this case and applying it to the 
recognized factors underlying the determina- 
tion of a fair rate of return, we find that for 
the present and the near future the fair rate 
of return for Safe Harbor Water Power 
Corporation is 6 per cent on its net invest- 
ment plus working capital. That rate of re- 
turn will be just to consumers and protect 
the interests of investors. 


The opinion and order announced 
are the culmination of an investiga- 
tion instituted by the commission on its 
own motion into the reasonableness of 
the wholesale contract rate of the Safe 
Harbor Corporation to its parent com- 
panies, the Consolidated Gas, Electric 
Light and Power Company of Baltimore, 
and the Pennsylvania Water & Power 
Company, which provided for a 7 per 
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THE LATEST UTILITY RULINGS 


cent rate of return on Safe Harbor’s 
gross investment in its hydroelectric 
plant of approximately $28,000,000. 
Two-thirds of Safe Harbor’s stock is 
owned by the Consolidated Company, 
and the remainder by the Pennsylvania 
Company. The entire output of Safe 


Harbor is taken by these two companies 
in proportion to stock ownership. Com- 
missioner Scott dissented to the effect 
that the rate of return should be reduced 
to 54 per cent instead of 6 per cent. Re 
Safe Harbor Water Power Corp. 
(Docket No. IT-5494). 


Power to Dispose of Cases After Member 
Leaves Commission 


| Fier the. Vermont statutes, when 
a commissioner who hears all or a 
substantial part of a case retires from 
office before the case is completed, he 
remains a member of the commission 
for the purpose of concluding and de- 
ciding the case and signing findings, 
orders, decrees, and judgments. The su- 
preme court of Vermont has held, how- 
ever, that after a final order is made, 
members of the old commission are dis- 
qualified from amending such an order. 

In an electric rate case the members 
of the commission as constituted in the 
year 1938 made findings on February 
15, 1939, and entered an order estab- 
lishing rates. Hearings had been held 
in February and March, 1938. One of 
the members resigned from the commis- 
sion in April, 1938. The term of office 
of another member expired February 1, 
1939. No appeal was taken from the 
order filed. 


Later, on March 4, 1939, the electric 
company petitioned for a supplemental 
order amplifying and supplementing the 
rate order. Hearings were held before 
the old commission. Evidence was taken 
and in August, 1939, an order was en- 
tered purporting to amend the original 
order. On appeal the court held that this 
last order was illegal. 

The first order, it was held, was a 
final order in the sense that an appeal 
might have been taken from it. This not 
having been done, it remained a final 
order after the time for an appeal had 
expired. The filing of the petition, in 
the opinion of the court, did not make 
it something other than a final order. 
Accordingly, since the case had been 
disposed of in February, the two mem- 
bers who were no longer on the com- 
mission were disqualified to act. More 
& Thompson Paper Co. v. Bellows Falls 
Hydro-Electric Corp. 13 A(2d) 190. 


City’s Agreement to Abide by FPC License 
Condition Is Challenged 


JUDGMENT restraining the city of 
High Point from constructing a 
hydroelectric plant and from issuing 
revenue bonds to finance a part of the 
cost was sustained by the supreme court 
of North Carolina on the ground that 
the municipality had exceeded its 
powers. Several objections to the issu- 
ance of revenue bonds were, however, 
overruled. 
The city, it was held, had exceeded its 
authority in agreeing to abide by all the 


conditions imposed in a license issued by 
the Federal Power Commission. The 
functions of the Federal Power Com- 
mission and those of the city were said 
to be not only separate and distinct, but 
also different in scope and purpose, if 
not in character and kind. One derives 
its authority from Congress, the other 
from the state legislature. One deals 
with national issues, the other with local 
matters. The right of a municipality to 
assume a role of subjectivity to the 
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Power Commission in the absence of 
legislative sanction was denied. 

A dam, storage reservoir, and gener- 
ating plant were to be constructed on 
the Yadkin river. It appeared from the 
determinations made by the trial court 
that the river was a nonnavigable stream 
in North Carolina and that the project 
would not materially or appreciably af- 
fect navigation or the movement of in- 
terstate or foreign commerce. Upon 
these findings, said the court, it would 
seem that the Federal Power Commis- 
sion was without jurisdiction in the 
premises and that its license should be 
regarded as gratuitous, especially in the 
extent to which it went. Still the city 
proceeded on the theory that the license 
had been legally obtained, and the 
Power Commission was not a party to 
the proceeding. Therefore, the inquiry 
went only to the authority of the city to 
agree to abide by the terms and condi- 
tions of the license and thus to embark 
upon the enterprise practically as an ad- 
junct of the Federal agency and pri- 
marily for purposes of national concern. 

On the question of proposed revenue 
bonds, the court held that stipulations by 
the city were legal. It was observed that 
what was said in respect of liability 
arising from the issuance of the bonds 
had no reference to the obligations 


sought to be assumed by the city in 
agreeing to abide by license conditions, 
The bonds were to be payable solely out 
of revenues of the system and not as 
general obligations of the city import- 
ing liability to taxation. The city had 
agreed that it would not purchase for 
resale through its presently owned elec- 
tric distribution system energy from any 
source other than the proposed system, 
when and so long as energy from the 
system is available. This was said to be 
well within the special-fund doctrine. 

The city further stipulated that if, 
from time to time, it should elect to take 
energy from the system for its own use, 
it would pay to the special account an 
amount equal to the cost of furnishing 
energy. 

This, it was held, was not a cove- 
nant importing liability to taxation 
available to the bondholders, but rather 
an assurance on the part of the city to 
pay for electricity as a necessary mu- 
nicipal expense out of current revenues 
for service rendered. 

The further ruling was made that the 
city could not proceed with the under- 
taking without first obtaining a certifi- 
cate of convenience and necessity from 
the public utilities commissioner of the 
state. McGuinn et al. v. City of High 
Point et al. 8 SE(2d) 462. 
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Wisconsin Court Upholds Revenue Bond 
Issue for Electric Equipment 


Fer age suit to restrain officials 
of the city of Cumberland from 
expending funds on a municipal electric 
plant and from issuing revenue bonds 
failed when the Wisconsin Supreme 
Court affirmed an adverse judgment by 
the circuit court for Barron county. The 
city for several years had taken service 
from the Wisconsin Hydro Electric 
Company, but when this company 
sought an increase in rates the city offi- 
cials obtained the voters’ approval of 
distribution system rebuilding and the 
installation of a Diesel electric gener- 
ating plant. 
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At the outset the court ruled’ that 
services of an engineering firm were 
professional services instead of “work” 
within the meaning of a statute provid- 
ing for competitive bids. A contract with 
the engineering firm had been entered 
into pursuant to authorization of the 
common council. 

Revenue bonds to pay for the city’s 
share of the expense, above a PWA 
grant of 45 per cent, were sustained as 
against a contention that they consti- 
tuted an indebtedness under the terms 
of the Constitution. The bonds were not 
secured by general taxation and were 
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liens solely on the revenues of the such waiver, and the court sustained the 

utility. power of the council to pass it. It was 
Objections to the validity of the bond said: 

ordinance and proceedings in connection The city was engaged in the operation 

therewith were overruled. The commis- and maintenance of a public utility. The 


: . ss) public utility laws apply to a city the same 
sion had ordered that a certificate of au ts a ce ek an See 


thority be issued to the city to construct 196.01(1). Its rates are subject to super- 
a Diesel electric generating plant sub- vision by the public service commission 
ject to the condition that the city, as a the same as those of other public utilities. 


public utility, should waive consider- Assuming that the issuance of the —— 
by the commission in the fix tion cate was necessary, we see no reason why 
ation by a the city the same as any other utility may 


of rates of the increase, if any, in cost not meet the conditions imposed by the 
of service which might be occasioned by public service commission. 

the proposed installation. The council Flottwm et al. v. City of Cumberland 
had adopted a resolution providing for et al. 291 NW 777. 
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Limitation upon Commission Power to Regulate Qualifications 
Or Hours of Service of Motor Carrier Employees 


HE Supreme Court of the United provisions of § 204 relative to qualifications 
States reversed a decision of the and maximum hours of service of em- 


Sere : ployees and safety of operation or stand- 
Federal district court when it held that ards of equipment,” italicized in the note, 


the commission has jurisdiction to regu- were added by amendment in the House 
late the qualifications or hours of service after the passage of S. 1629 in the Senate 
of only those employees of motor car- with the addition of the disputed clause to 


. eK: § 204(a) (1) and (2). It is evident that the 
riers whose activities affect the safety of canned vekiies snd. couurs- tatens 


operation, since the meaning of “em- common, contract, and private carriers. It 
ployees” in § 204(a) (1) and (2) of the seems equally evident that where these 
Motor Carrier Act of 1935 is limited to vehicles or operators were Sn hee Pos 
.os : tract carriers, it was not intended by Con- 
such employees. The opinion deals with gress to give the commission power to regu- 
one amendment to the Motor Carrier late the qualifications and hours of service 
Act as follows: of employees, other than those concerned 
0 d aoe ene 4 with the safety of operations. 
ne amendment made to the then pend- . . 

ing Motor Carrier Act has relevance to our United States of America, Interst ate 
inquiry. Section 203(b) reads as set out in Commerce Commission v. American 

the note below. The words, “except the Trucking Associations, Inc. et al. 


e 


Rates Charged Freight Forwarders Held Discriminatory 


HE Supreme Court of the United certain less than truck-load shipments 

States, in reversing a judgment of solely because they had previously been, 
the Federal district court, held that the or were intended subsequently to be, 
interstate commerce commission had _ consolidated in truck loads with other 
properly cancelled proposed tariffs of individual shipments. 
common carriers by motor vehicle. The Mr. Justice Black, delivering the 
ground was that they were unlawfully opinion of the court, stated that the In- 
discriminatory in affording lower rates terstate Commerce Act does not define 
to freight forwarders than to other ship- an unlawful discrimination with mathe- 
pers and in affording lower rates for matical precision but that different treat- 
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ment for similar transportation services 
is made an unlawful discrimination 
when undue, unjust, unfair, and unrea- 
sonable. Also it was stated that Congress, 
in enacting the Interstate Commerce Act, 
intended to commit to the Interstate 
Commerce Commission the determina- 
tion of the existence of forbidden 
preferences, advantages, etc. 


HE supreme court of Washington 

held that the commission’s action in 
denying a motor carrier authority to 
charge the same rates as the boat truck 
operating between the same terminals 
was proper, where the cost of operating 
the boat truck service was less than the 
all-truck service, where the boat truck 
service is slower, less dependable, and 
more hazardous, and where the boat 
truck company was carrying only about 
34.5 per cent of the freight. South Bay 
Motor Freight Co. v. Schaaf et al. 101 
P(2d) 584. 


A Federal district court sustained 
Florida legislation dealing with prices 
for cleaning and pressing garments, stat- 
ing that the police power of the state to 
fix prices is not confined to industries 
which are public utilities in the conven- 
tional sense, and that the phrase “affected 
with a public interest” means only that 
the industry for adequate reason is sub- 
ject to legislative control for the public 
good. Publix Cleaners, Inc. v. Florida 
Dry Cleaning & Laundry Board, 32 F 
Supp 31. 


The court of civil appeals of Texas 
recently held that a lower court proper- 
ly dismissed an action brought by a 
motor carrier to enjoin the state com- 
mission from interfering with his oper- 
ating over the state highways in the 
transportation of freight for hire exclu- 
sively in interstate commerce, where he 
had no certificate from the state com- 


Finally, it was ruled, the fact that the 
commission acted on its own motion 
without complaints by individual ship- 
pers, did not detract from the commis- 
sion’s power to protect and maintain a 
transportation system free from par- 
tiality to particular shippers. United 
States v. Chicago Heights Trucking Co. 
et al. 60 S Ct 931. 
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Other Important Rulings 


mission to operate over the state high- 
ways but claimed the right to operate 
under the grandfather clause of the 
Federal Motor Carrier Act of 1935. 
Bates v. Railroad Commission et al. 138 


SW (2d) 1104. 


The court of civil appeals of Texas 
held that the grandfather clause of the 
Federal Motor Carrier Act did not ex- 
cuse a truck owner from obtaining a 
certificate or other authorization from 
the Texas commission in order to oper- 
ate over Texas highways in exclusive 
interstate commerce. Fisher v. Railroad 


Commission et al. 138 SW (2d) 829. 


The Federal circuit court of appeals 
held that an order of the Federal Power 
Commission finding that certain com- 
panies were natural gas companies with- 
in the meaning of the Natural Gas Act, 
and that it was necessary and proper, in 
the interest of the public and to aid in 
enforcement of the act, that an investi- 
gation be instituted by the commission, 
on its own motion, concerning rates, 
charges, classifications, rules, regula- 
tions, practices, and contracts of such 
companies, and ordering that an investi- 
gation of such companies “be and is 
hereby instituted,’ was not reviewable, 
since it was not a “definitive order” but 
was rather a mere “procedural step.” 
Natural Gas Act §§ 4 (c) 19, 15 USCA, 
$717 (c), 717r. Canadian River Gas 
Co. et al. v. Federal Power Commission, 
110 F(2d) 350. 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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INTERSTATE NATURAL GAS CO. v. LOUISIANA PUB. SERVICE COM. 


UNITED STATES DISTRICT COURT, EASTERN DISTRICT. 
OF LOUISIANA, BATON ROUGE DIVISION 


Interstate Natural Gas Company, 


Incorporated 


Vv. 


Louisiana Public Service Commission et al. 


[No. 38.] 
(— F Supp —.) 


Injunction, § 14 — Against Commission investigation — Cost burden on company. 
1. A court of equity is not justified in interfering with an investigation 
of an interstate gas company, with the view of fixing rates, because the 
company would be compelled to bear the expense of the investigation, 
even though the question whether the Commission can regulate the com- 
pany’s rates has not been legally settled, p. 198. 


| Commissions, § 43 — Power to investigate — Gas company. 


2. A state Commission should be permitted, regardless of any express au- 
thority with respect to affiliates, to make investigation of and require in- 
formation from an interstate gas company with respect to its dealings with 
local utilities, serving the public, when the monopolistic character of the 
gas business is such that its price may be fixed by the interstate company 
largely according to its own views, even though it might ultimately de- 
velop that the Commission lacks jurisdiction to fix rates and determine 
practices to be followed by the company, p. 206. 


[April 23, 1940.] 


uIT to enjoin state Commission and its members from at- 
tempting to regulate the business of a corporation as a pur- 
chaser, transporter, and dealer in natural gas, and, in addition, to 
obtain a declaratory judgment as to the controversy between it 
and the Commission; preliminary injunction denied. 


¥ 


APPEARANCES: Shotwell & Brown, 
Monroe, Louisiana, for plaintiff ; Les- 
lie P. Gardiner, Attorney General of 
Louisiana, Ellis C. Irwin, Special As- 
sistant Attorney General, and A. G. 
Ball, Jr., of Counsel, for defendants. 


Dawkins, J.: Plaintiff, Interstate 
Natural Gas Company, Inc. (hereaft- 
[13] 
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er called Interstate), seeks to enjoin 
the Louisiana Public Service Commis- 
sion (hereafter called the Commis- 
sion) and its individual members from 
attempting to regulate its business as 
a purchaser, transporter, and dealer in 
natural gas. In addition, it prays for 
a declaratory judgment as to the con- 
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troversy between it and the Commis- 
sion. 

Proceedings had been instituted by 
and before the Commission, for an in- 
vestigation of plaintiff’s affairs, with 
the view of fixing rates at which gas 
could be sold, as well as practices to be 
followed in connection therewith. 
Plaintiff appeared in that proceeding 
and excepted to the jurisdiction of the 
Commission on the grounds that it 
was not a common carrier pipe line, 
sold its gas by private contract, and its 
business was more than 95 per cent 
interstate commerce. A hearing was 
had before the Commission, at which 
records and evidence were produced 
on the issue of jurisdiction by the 
complainant, and the plea was finally 
overruled. Thereupon, the present suit 
was filed, and the issues here are sub- 
stantially the same as those presented 
to the Commission. 


Findings of Fact 


We find the material facts as fol- 
lows: Plaintiff is a Delaware corpo- 
ration, authorized to do business in 
Louisiana, and the defendants are the 
Public Service Commission and its in- 
dividual members. Plaintiff’s charter 
authorizes it, among other things, to: 
7 search for, mine, bore, dig 
for, produce, refine, manufacture, 
treat, compress, blend, use, store, pre- 
pare for market, contract for, pur- 
chase or otherwise acquire, sell, ex- 
change, and generally to deal in nat- 
ural and artificial gas, petroleum and 
other oils, coal, sulphur, lignite and 
other minerals and mineral substances, 
and all kinds of products 
and by-products thereof, including nat- 
ural gas—gasoline and casing head 
gasoline, and all implements and mate- 


33 PUR(NS) 


rials used in the production, manufac. 
ture, storage, transportation, and sale 
of said gas, oil, and/or minerals and 
products and/or by-products thereof. 
“To lay, maintain, own, lease, or 
otherwise acquire and operate such 
pipe line or lines as may be necessary 
or convenient for the transportation 
and delivery of natural and/or arti- 
ficial gas and/or oil purchased, pro-f 
duced, or sold by the corporation. 
“To erect, build, install, construct, F 
purchase, or otherwise acquire, lease, F 
Own, possess, operate, maintain, and/ fy 
or contract and deal with respect to 
all power and gasoline plants, com- 
pressing and pumping stations, and/or 
boosters, and/or all water, telephone, 
telegraph and/or electric transmission 
lines, rights of way, easements, privi- FF 
leges, and/or other interests in lands 
or property necessary or desirable inf 
connection with the laying, building, . 
installing, constructing, owning, leas-[ 
ing, acquiring, operating, and/orf 
maintaining of said pipe line, and/or fq 
the business of dealing in natural and 
artificial gas, petroleum and other oils, F 
minerals, and mineral substances as}7 
herein provided. : 


“Provided that nothing herein shall 7 
be construed to authorize the corpora- 7 
tion to transport natural gas for oth-[) 
ers as a carrier for hire or to self} 
natural gas for others as a carrier for 
hire, or to sell natural gas except by > 
special contract, or to constitute the f 
corporation a common purchaser of § 
natural gas or a public utility corpora: [7 
tion.” 

It owns and operates a 22-inch pipe | 
line, extending in a general direction a / 
little east of south from Fowler, 
Louisiana, to the city of Baton Rouge, | 
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a distance of 171.61 miles. Some 
43.92 miles of this distance is across 
the southwest corner of the state of 
Mississippi. It owns extensive gas 
lands and leases in the Monroe field 
(some 60,000 acres), and, under spe- 
cific contracts, sells large quantities 
of natural gas to other pipe lines in 
the field, small quantities to industries 
and communities along the 91.17 miles 
of the line before it crosses the Mis- 
sissippi river into Mississippi, along 
the 43.92 miles in that state, and from 
the 36.52 miles of its line after it re- 
f enters Louisiana. By far the larger 
portion of the gas which it transports 
is under specific contract with the 
United Gas Corporation (hereafter 
called the United) for delivery at 
Baton Rouge. 

During a period of twelve months 
from approximately July 1, 1937, to 
June 30, 1938, the quantities handled 
and distributions made, were as fol- 


lows: 


; M cu. ft. 
1. Sold to other pipe lines in the 
field (mainly for transportation 
without the state) 

. Sold to United in the Monroe 
field for transportation mainly to 
Baton Rouge 7,008,775 

3. Sold to small industries and local 
communities (85% of which was 
for public consumption) before 
the line reaches the Mississippi 
river 

. Sold to distributors in the state 
of Mississippi 

. Sold after reéntering Louisiana 
to local towns and communities 
for domestic consumption 65,114 
To Baton Rouge Electric 

Company 


15,450,666 


78,224 
223,309 


933,543 
. Sold to Louisiana Steam Gener- 
ating Corporation at Baton 
8,558,553 


4 
. Transported to Baton Rouge for 
United under special contract (for 
delivery to the latter’s pipe line 
which extends to the city of New 
Orleans) 


22,274,127 
47,518,422 
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About 5.11 per cent of its sales is 
for distribution to local communities 
and local industries, but this consti- 
tutes only about 2.41 per cent of the 
entire quantity which it handles, in- 
cluding that transported for the Unit- 
ed. 


Plaintiff has never held itself out as 
a common carrier or public utility, but 
sells all of its own gas by private con- 
tract. It operates compressor stations 
both at Fowler and Ferriday, Louisi- 
ana, to move the gas through its line. 
It was incorporated in 1926 and its 
stock is owned as follows: 


“INTERSTATE NATURAL Gas Company, INc. 
Common Stockholders 


No. Per- 
Shares centage 


53.97 
7.65 
17.29 


4.50 


Company 
Standard Oil Company (New 
Jersey) 
Frost Lbr. Industries, Inc. .. 
Columbian Carbon Company 164, 307 
American Republics Corpo- 
42,920 


ration 
The Rockefeller Institute for 

40,000 
33,763 


Medical Research 
The Rockefeller Foundation 
Ownership of remainder hoa 9 
tributed among appr 


mately 730 cations . 84,307 


952,953 100.00” 


Plaintiff filed with the Federal 
Power Commission copies of all con- 
tracts covering sales of gas, except 
those to local consumers and distribu- 
tors between Fowler and the Missis- 
sippi river, nor did it include contracts 
with industrial consumers in Louisi- 
ana, such as Godchaux Sugars, Inc., 
Ethyl Gas Corporation at Baton 
Rouge, East Louisiana Hospital for 
the Insane at Jackson, Louisiana; De- 
Hass-Eby Lumber Company of Sor- 
ento, Louisiana, and others along its 
line after it reénters Louisiana from 
Mississippi. In other words, it filed 
with the Federal Power Commission 
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only contracts covering what it con- 
sidered interstate business. It fur- 
nished all the information called for 
and submitted its rates for approval. 
This was done, however, “with full 
reservation of any disposition the 
courts might make as to the legality of 
the act creating it,” the Federal Power 
Commission. The gas handled for the 
United constituted 50.9 per cent by 
volume of its business, all of which 
passed through Mississippi before de- 
livery. There was no connection be- 
tween plaintiff and the United other 
than the sale and transportation of 


gas. 

The Standard Oil Company of New 
Jersey, as above indicated, owns 53.97 
per cent of plaintiff’s stock, and the 
Standard Oil Company of Louisiana, 
one of plaintiff’s largest customers, is 
a subsidiary of said Standard Oil Com- 


pany of New Jersey. 

We find further facts as stipulated, 
to wit: Plaintiff has not filed with the 
secretary of state in Louisiana a reso- 
lution of its board of directors agree- 
ing that it shall be and act as a 
common carrier, according to § 7 of 
Act 39 of the Louisiana General As- 
sembly of 1906; it has not, at any 
time, exercised the powers of eminent 
domain; the state has not granted 
plaintiff a franchise to act either as a 
common carrier or a public utility, nor 
has it filed any reports as such; and 
we quote further from the stipulations, 
as follows: 

“All gas sold and marketed by In- 
terstate Natural Gas Company, In- 
corporated, is sold and marketed : 

“(a) At wholesale to other compa- 
nies or corporations who, in turn, sell 
and distribute the same to consumers, 
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deliveries of which gas are made by 
Interstate Natural Gas Company, In- 
corporated, at taps on its main line to 
such purchasers; or. 

“(b) To industrial consumers, de- 
liveries of which gas is made by Inter- 
state at taps on its main line to such 
purchasers ; or 

“(c) To corporations operating in- fF 
terstate pipe lines extending from the 
state of Louisiana into other states, FF 
deliveries of which gas are made by 
Interstate to such purchasers at the fe 
compressor stations of said purchas-f 
ers, as hereinafter more particularly Fi 
set out. 


bE 


“No part of the expenses assessed 
against the utility being investigated F 
under the terms and provisions of Act 
20 of the Second Extra Session of the 
legislature of the state of Louisiana FJ 
for the year 1934 is retained by the Fy 
Louisiana Public Service Commission 


or any of the members thereof, but all F i 


such sums are paid directly to such Fe 
person or persons, firms, and/or cor- P 
porations, retained by the Commission F7 
to conduct the investigations contem- 
plated by said act.” 

In its opinion in proceeding No. 
2720 on its Docket, dated February [ 
1, 1939, 27 PUR(NS) 145, 146, 151, 8 
the Commission declared “that the ff 
Interstate Gas Company is (was) af 
public utility subject to the jurisdic- 9 
tion of this Commission” and ordered ff 
it to “give this Commission and its f 
representatives access to its property, 
books, and records, for the purpose of 
determining fair and reasonable rates 
and charges for gas transported or | 
sold in intrastate commerce in Louisi- 
ana.” Application for rehearing was 
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made and finally overruled on May 
29, 1939. 

On or about November 5, 1938, the 
Commission employed one Mark 
Wolff, a public utility expert, to con- 
duct an examination of plaintiff’s rec- 
ords and affairs at a round figure of 
$45,000, to be paid in five equal in- 
stalments. The Commission rendered 
to plaintiff a bill for $9,000 for the 


= work and services of Wolff from Sep- 


tember 14, 1938, to February 28, 
1939, and by a letter dated March 8, 


| 1939, demanded payment thereof. 


Plaintiff filed suit in this court March 


gated 


f Act F 
rf the Fe 
siana f 
y the fe 
ssion 


ut all 
such 


cor- F 
ssion 
item- FF 


) 22, 1939, for an injunction to restrain 
® the collection of said bill, whereupon 


the Commission withdrew and can- 
celed said bill, until it had passed upon 
the application for rehearing, which 
was then pending on its ruling with 
respect to jurisdiction, and plaintiff 
dismissed its said suit in this court. 


The present suit was filed on May 
30, 1939, and a restraining order was 
issued, but, before hearing upon the 
application for preliminary injunction, 
the matter was, by consent, continued, 
and the restraining order held in force, 
for hearing some time in October. 
The hearing was actually had before 
this statutory court of three judges 
on December 8, 1939. A motion to 
dismiss previously filed was at that 
time withdrawn and the application for 
preliminary injunction was submitted 
on its merits. 


Conclusions of Law 


Act No. 20 of the Second Extra 
Session of the Louisiana legislature 
for the year 1934 (§ 1) authorizes 
the Commission to “make examination 
of the affairs of any public service or 
public utility corporation doing busi- 
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ness in this state, for the purpose of 
fixing and regulating the rates charged 
or to be charged or services to be ren- 
dered. all expenses incurred 
in conducting such examina- 
tion, including the expenses and fees 
of engineers, accountants, and auditors 
or clerical assistance specially em- 
ployed by said Commission 
shall be paid by the corporation so ex- 
amined.” The compensation (§ 2) 
for such services is required “to be 
fixed according to the actual time de- 
voted to the work which com- 
pensation shall always be reasonable 
and commensurate with the value of 
the service performed upon 
completion of the examination 
or while the same is in progress, it 
shall be the duty of the Com- 
mission to certify to the corporation 
being examined, the amount of ex- 
penses incurred as provided for in this 
act, whereupon the corporation shall 
pay the amount so certified to such 
person or persons thus employed; pro- 
vided, however, that should the cor- 
poration deem the amount of the ex- 
penses unreasonable or con- 
trary to the provisions of this act, it 
may, within fifteen days after the re- 
ceipt of such certificate, take a rule in 
a court of competent jurisdiction 
against the Commission to 
test the reasonableness and legality 
under this act of the amount of ex- 
penses certified which ruling 
shall be tried by preference and upon 
appeal shall be given preference in the 
appellate court + Coy & 
“any company fails or refuses to pay 
after final judgment . . . 
the . . . Commission may revoke 
the certificate of authority of such 
company to do business until the full 
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amount of same is paid;” (§ 4). “The 
provisions of this act shall apply to 
all kinds of public service and public 
utilities, corporations doing business 
in this state whose rates or 
services are, in whole or in part, sub- 
ject to regulations of the Commission.” 

[1] On the application for prelim- 
inary injunction, the first question is, 
has the plaintiff a standing in equity, 
upon the showing made, to prevent 
the Commission from proceeding with 
the investigation at plaintiff’s expense 
under the provisions of this statute? 
As we understand it, plaintiff has not 
attacked the constitutionality of the 
said act, but takes the position that the 
Commission, having entertained the 
plea to the jurisdiction, held a hearing 
thereon, at which the evidence was 
presented by complainant sustaining 
its contention that it was not a com- 
mon carrier or public utility, but en- 
gaged solely as a private contractor, 
and almost all of its business was in 
interstate commerce, the Commission 
was without power to proceed further 
and should be enjoined from doing so 
pending the action of this court upon 
the prayer for a declaratory judgment 
declaring that plaintiff is not subject 
to the Commission’s jurisdiction. It 
also charges, in effect, that for the rea- 
sons stated, to permit the Commission 
to proceed would constitute a taking 
of its property without due process and 
be a denial to it of equal protection 
under the law in violation of the Fed- 
eral Constitution. 

As the petition alleges and the rec- 
ord shows, the Commission “withdrew 
and canceled” the bill for $9,000 for 
expenses and services rendered by 
Wolff, until it had passed upon the 
application for rehearing. The evi- 
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dence adduced before the Commission 
on the plea to the jurisdiction was 
solely that furnished by the plaintiff, 
except a few questions on cross-exam- 
ination by counsel for the Commission, 
The Commission offered nothing in 
defense for the reason, as it now 
asserts, the information was all in the 
possession of plaintiff and without an 
investigation, it was impossible to 
know what facts were available to dis. 
pute or contradict those offered by it. 
However, the petition in this case al- 
leges: 

“(a) Petitioner further shows that 
the Louisiana Public Service Commis. 
sion, at the trial of petitioner’s plea to 
the jurisdiction of the Commission, 
did make such investigation of the 
business and affairs of petitioner as is 
necessary to determine whether or not 
petitioner is a common carrier pipe line} 
or a public utility or is engaged in 
intrastate commerce subject to the ju-f 
risdiction of the Louisiana Publicf 
Service Commission, and that no fur- 
ther or additional investigation or ex- 
amination by the Louisiana Public 
Service Commission is necessary for 
the purpose of properly determining 
those questions. Petitioner further 
shows that it verily fears and believes, 
and so believing avers, that the Louisi- 
ana Public Service Commission will @ 
proceed pursuant to its said order off 
February 1, 1939 [27 PUR(NS) 145] f 
with an examination of petitioner’s} 
property, books, records, and papers f 
for the purpose of determining and 
fixing rates and charges for gas trans- 
ported and sold by your petitioner, 
and that the Louisiana Public Service 
Commission will certify to and demand 
payment by your petitioner of large 
amounts of money which your peti- 
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tioner believes will aggregate not less 

than $45,000, all of which amount will 

in turn be paid by said Louisiana Pub- 
lic Service Commission to said Mark 

Wolff in accordance with the afore- 

said agreement, and which amounts 

your petitioner will be unable to re- 
cover should it be ultimately held that 

Louisiana Public Service Commission 

is without jurisdiction to conduct said 

examination and determine and fix the 
rates and charges to be made by your 
petitioner for transportation and sale 
of natural gas, all of which the said 

Louisiana Public Service Commission 

is now threatening to do and which 

will constitute a taking of petitioner’s 
property without due process of law, 

i all to the irreparable injury of your 
petitioner.” 

In answer to this paragraph of the 
petition, the defendants say: 

“That they admit the allegations 
contained in paragraph 17(a) of peti- 
tioner’s complaint, except that they 
deny that the petitioner will be unable 

| to recover the expenses of the investi- 
gation certified by the Louisiana Pub- 
lic Service Commission in the event 
it is finally held that the Louisiana 
Public Service Commission is without 
jurisdiction over petitioner.” 

The principal question presented, 
therefore, is, should this court stop 
the investigation as to rates until it 
can pass upon the demand for a de- 
claratory judgment? It would seem 
that the petition, on its face, presents 
a case of an actual controversy, that 
is, as to whether plaintiff is subject to 
the jurisdiction of the Commission, 
but so far it has not entered an af- 
firmative order to do or not do any- 
thing except the payment for the in- 
vestigation as to rates, practices, etc., 
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and for which it is admitted payment 
will be required according to the state 
statute. Cf course, if the Commission 
is entitled to proceed with the investi- 
gation, regardless of what the out- 
come may be, then it would seem that 
it may, within the limits of the act, 
whose constitutionality, as stated, has 
not been assailed, require payment 
therefor. 


In Petroleum Exploration v. Ken- 
tucky Pub. Service Commission 
(1938) 304 US 209, 82 L ed 1294, 23 
PUR(NS) 433, 58 S Ct 834, the 
plaintiff also sought to enjoin a state 
Commission from conducting an ex- 
amination similar to that undertaken 
here, and which was resisted also upon 
the ground it was not a public utility. 
The petroleum company was a Maine 
corporation, which produced or pur- 
chased its gas in Kentucky and trans- 
ported it wholly intrastate to distribut- 
ing agencies at the “city gates,” where 
it has sold by private contract, to other 
companies, having no connection oth- 
erwise with the complainant, except 
one in which it held a “dominant in- 
terest.” Under a statute of the state 
of Kentucky, similar to the one in 
this state, proceedings were instituted 
for an investigation to fix rates and 
determine practices of the petroleum 
company. Just, as here, a plea to the 
jurisdiction was filed before the Com- 
mission and denied; suit was filed in 
the Federal court, before the applica- 
tion for rehearing had been passed up- 
on, setting up substantially the same 
grounds as here, save the one of in- 
terstate commerce. In disposing of 
the matter, the court, in part, 23 PUR 
(NS) at pp. 438-441, said: 

“The bill asks injunctive relief to 
restrain the Commission from further 
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prosecuting the ‘investigation’ into the 
price of gas sold under appellants’ con- 
tracts to the distributing agencies. 
Two decisions dealing with orders for 
furnishing information have recently 
been handed down by this court. In 
both cases this court dealt with the 
merits of the respective orders, deter- 
mining that there was no constitution- 
al basis for saying that ‘any person is 
immune from giving information ap- 
propriate to a legislative or judicial 
inquiry. Here there is no need to 
consider the validity of the challenged 
order. To justify the use of the ex- 
traordinary power of a court of equity 
something more must be involved than 
an application of a statute in an un- 
constitutional manner against com- 
plainant. There must be an allega- 
tion and proof of threatened injury 
under some of the recognized sources 
The one 


of equitable jurisdiction. 
most frequently relied upon in consti- 
tutional cases, and pleaded here, is ir- 
reparable injury. To furnish the in- 
formation required by the order will 
cost $25,000, arising from the neces- 
sity of preparing for the hearing on 


rates. Is this irrecoverable expense a 
threatened irreparable injury which a 
court of equity will guard against by 
injunction? Whether or not equitable 
relief will be granted rests in the sound 
discretion of the court. 

“It is true that the injury which 
flows from the threat of enforcement 
of an allegedly unconstitutional, regu- 
latory state statute with penalties so 
heavy as to forbid the risk of chal- 
lenge in proceedings to enforce it, has 
been generally recognized as irrepara- 
ble and sufficient to justify an injunc- 
tion. The Commission urges that 
since there is ample opportunity for 
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the appellant to contest in a state court 
any effort to regulate or punish for 
disobedience of orders, with ultimate 
review by this court, there is no irrep- 
arable injury, and that the dangers 
of lowered rates and threatened pun- 
ishments can be overcome by opposi- 
tion when an effort is made to enforce 
them. The case of Federal Trade 
Commission v. Claire Furnace Co. 
(1927) 274 US 160, 71 L ed 978, 47 
S Ct 553, where an effort was made to 
secure an injunction against enforce- 
ment of a Federal Trade Commission 
order to produce information, has been 
cited as a precedent. There were 
heavy penalties for violation of that 
order but the opinion discussed the 
issues from the standpoint of failure 
to exhaust administrative remedy. Ap- 
pellant here insists that it is compelled 
to choose between compliance, at a 
heavy cost, or noncompliance with ob- 
vious risks of severe, though nonre- 
curring and noncumulative penalties: 
and that to stand by subjects appellant 
to the further risk that the Commis- 
sion will fix its rates on the Commis- 
sion’s evidence alone. We may as- 
sume, without deciding, that the risk 
of these penalties would be sufficiently 
great to require the interposition of a 
court of equity to protect appellant 
against a regulatory order. 
“Compliance with this order, how- 
ever, subjects appellant only to an 
expense in preparing for and carrying 
out an investigation. It is not sug- 
gested that the expense is dispropor- 
tionate to the business of appellant, 
valued by the district court as in ex- 
cess of $1,500,000, and involving sales 
of about one billion cubic feet per an- 
num, at a price of $350,000. No 
order has been entered fixing rates or 
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regulating conduct. The necessity to 
expend for the investigation or to take 
the risk for noncompliance does not 
justify the injunction. It is not the 
sort of irreparable injury against 
which equity protects. 

“The weight to be given complaints 
of irrecoverable and irreparable cost 
and damage in proceedings to enjoin 
hearings, initiated by a Federal gov- 
ernmental agency in a matter alleged 
by complainants to be beyond the agen- 
cy’s powers, was considered in Myers 
v. Bethlehem Shipbuilding Corp. 
(1938) 303 US 41, 82 L ed 638, 58 
S Ct 459. 

“In an effort to enjoin hearings 
by the National Labor Relations 
Board, the corporation alleged: (see 
303 US at p. 47) ‘that hearings would, 
at best, be futile; and that the holding 
of them would result in irreparable 
damage to the corporation, not only by 
reason of their direct cost and the 
loss of time of its officials and em- 
ployees, but also because the hearings 
would cause serious impairment of the 
| good will and harmonious relations 
existing between the corporation and 
its employees, and thus seriously im- 
pair the efficiency of its operations.’ 

“Further allegations pointed out 
similar substantial damages in pre- 
ceding investigations. See Note 4. 
idem. While other grounds were fac- 
tors in our conclusion to reverse the 
decree for an injunction, we said (303 
US at p. 51): ‘Lawsuits also often 
prove to have been groundless ; but no 
way has been discovered of relieving a 
defendant from the necessity of a trial 
to establish the fact.’ 

“It may be suggested that in the 
Bethlehem Shipbuilding Corp. Case 
the employer had not presented to the 
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Board its contention of constitutional 
immunity and that proof of that im- 
munity would have constituted no 
greater injury if presented to the Board 
than the courts, whereas here the ap- 
pellant has already been overruled by 
the Commission on the question of ap- 
pellant’s constitutional immunity, and 
so would be subject to greater ex- 
pense by presenting further evidence 
on another matter before the Commis- 
sion than by proceeding in an equity 
court and there contesting the Com- 
mission’s jurisdiction. This was the 
argument presented to the court, but 
not discussed, in United States v. IIli- 
nois C. R. Co. (1917) 244 US 82, 85, 
61 L ed 1007-1009, 37 S Ct 584. The 
situation is still controlled by the abid- 
ing and fundamental principle of this 
aspect of the Bethlehem Shipbuilding 
Corp. Case, that the expense and an- 
noyance of litigation is ‘part of the 
social burden of living under govern- 
ment.’ The authority in other courts 
is in accord.” 

As stated, this case involved prac- 
tically every issue of the one now 
under consideration, save that of in- 
terstate commerce. 

In Arkansas Louisiana Gas Co. v. 
Department of Public Utilities (1938) 
304 US 61, 82 L ed 1149, 23 PUR 
(NS) 337, 58 S Ct 770, the plaintiff 
produced or purchased its gas in the 
states of Texas and Louisiana, and 
transported it by pipe line to Arkan- 
sas, where it sold to distributing cor- 
porations. These sales were under 
contracts made in Shreveport, Louisi- 
ana. It also maintained a “distribu- 
tion department” through which it 
made sales locally in Arkansas, but 
this organization was “distinct from 
the one which supplied pipe-line cus- 
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tomers.” The Commission ordered it 
to file schedules of rates, etc. This 
was done with respect to “local utility 
service in the state,” but declined as to 
“pipe-line customers.” Whereupon, 
the Commission ordered it “to show 
cause for this failure,” and in response 
it set up that this business was “in- 
terstate commerce, and that in making 
such sales and deliveries it was and 
is not acting as a public utility.” At 
the hearing “much evidence” was tak- 
en, but the Commission directed “com- 
pliance with its general order.” The 
matter was taken into the state courts, 
and the Commission was sustained. 
The order was then attacked in the 
United States court as being viola- 
tive of the Federal Constitution. The 
Supreme Court of the United States, 
23 PUR(NS) at pp. 338, 339, had 
this to say: 


“The question for present deter- 
mination is whether this general or- 
der, valid under the laws of the state, 
which only compels appellant to file 


certain designated information, 
amounts to an infringement of any 
right or privilege guaranteed to it by 
the Federal Constitution. And to this 
a negative answer must be given. 

“If, as claimed, certain of appel- 
lant’s activities in Arkansas are parts 
of interstate commerce, that alone 
(and no other defense is relied upon) 
would not suffice to justify refusal to 
furnish the information presently de- 
manded by the state. 

“Appellant operates locally at many 
places in Arkansas, also delivers with- 
in the state great quantities of gas said 
to move without interruption from 
another state. In such circumstances 
it may be highly important for the 
state authorities to have information 
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concerning all its operations. We are 
unable to see that merely to require 
comprehensive reports covering all of 
them would materially burden or un- 
duly interfere with the free flow of 
commerce between the states. 

“In case the Department undertakes 
by some future action to impose what 
may be deemed unreasonable restraint 
or burden upon appellant’s interstate 
business, through rate regulation or 
otherwise, that may be contested. The 
rule here often announced is that no 
constitutional question will be passed 
upon unless necessary for disposition 
of the pending cause.” 

It is true that in the case last cited, 
the furnishing of the reports did not 
entail any great burden in the way of 
investigations upon interstate com- 
merce, while it is shown in the present 
case that plaintiff will be compelled to 
pay $45,000 for the investigation. 
However, the language used does not 
appear to have been directed so much 
to that particular point, but in view of 
the fact that, admittedly, complainant 
was carrying on in another depart- 
ment, local or intrastate business, it 
was not a burden upon interstate com- 
merce to require the furnishing of in- 
formation from which the relationship 
and extent of the two kinds of com- 
merce could be determined and rates 
fixed accordingly. The plaintiff in 
the present case does sell to consumers 
and distributors wholly within the 
state of Louisiana, and we are not 
prepared to say on the showing made, 
such sales and practices cannot be reg- 
ulated by the state Commission. It is [ 
commonly known, that, in most in- 
stances, the supplying of natural gas 
for local distribution and consumption 
is a natural monopoly. Given a situa- 
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tion where a single company has, at 
great expense, built a pipe line from a 
state, producing large quantities of gas 
into another that produces none, where 
it is sold indiscriminately, by private 
contract, both to local distributors and 
to industrial consumers at figures 
which it would not disclose. To say 
that a state Commission, such as the 
defendant in this case, could not in- 
vestigate its business and require it to 
furnish information at least as to its 
sales to direct consumers, seems to us 
quite extraordinary. As stated in the 
last-cited case, to require such infor- 
mation in the first instance, as here, 
and before any final order as to rates 
and practices is entered, would not 
justify the interference of a court of 
equity simply because the plaintiff 
would be compelled to bear the expense 
of the investigation necessary to sup- 
ply it. 

In Myers v. Bethlehem Shipbuild- 
ing Corp. (1938) 303 US 41, 50, 
82 L ed 638, 58 S Ct 459, the com- 
plainants sought to enjoin an investi- 
gation by the National Labor Rela- 
tions Board for the reason that it was 
not engaged in interstate commerce, 
which, of course, is the converse of 
the contention of the present plaintiff. 
In other words, that the Board had 
not jurisdiction. In disposing of the 
matter, the court said: 

“Third. The corporation contends 
that, since it denies that interstate or 
foreign commerce is involved and 
claims that a hearing would subject it 
to irreparable damage, rights guaran- 
teed by the Federal Constitution will 
be denied unless it be held that the dis- 
trict court has jurisdiction to enjoin 
the holding of a hearing by the Board. 
So to hold would, as the government 
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insists, in effect substitute the district 
court for the Board as the tribunal to 
hear and determine what Congress de- 
clared the Board exclusively should 
hear and determine in the first in- 
stance. The contention is at war with 
the long-settled rule of judicial admin- 
istration that no one is entitled to judi- 
cial relief for a supposed or threatened 
injury until the prescribed administra- 
tive remedy has been exhausted. That 
rule has been repeatedly acted on in 
cases where, as here, the contention is 
made that the administrative body 
lacked power over the subject matter. 

“Obviously, the rule requiring ex- 
haustion of the administrative remedy 
cannot be circumvented by asserting 
that the charge on which the com- 
plaint rests is groundless and that the 
mere holding of the prescribed admin- 
istrative hearing would result in irrep- 
arable damage. Lawsuits also often 
preve to have been groundless ; but no 
way has been discovered of relieving 
a defendant from the necessity of a 
trial to establish a fact.” 

In Natural Gas Pipeline Co. v. Slat- 
tery (1937) 302 US 300, 82 L ed 
276, 21 PUR(NS) 255, 256, 257, 58 
S Ct 199, the Supreme Court of the 
United States had under consideration 
a case where it was sought to enjoin 
the Illinois Commerce Commission (a 
body exercising substantially the same 
functions as the Commission in the 
present case) “from enforcing an or- 
der by which appellant was directed to 
open its records and accounts to in- 
vestigation of the Commission and to 
furnish certain statistical data for use 
in a proceeding pending before it.” 
The appellant, a Delaware corporation, 
transported its gas through pipe lines 
from Oklahoma to Illinois where it 
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was sold under a long-term contract 
to the district company, which in turn, 
distributed it to consumers. The lat- 
ter company was subject to the juris- 
diction of the Commerce Commission 
and all of its shares of stock were 
owned by another Illinois corporation, 
known as Natural Gas Investment 
Company, in which latter company, 
the Natural Gas Company, owned 
26.63 per cent of the stock. The Com- 
merce Commission had found that the 
president of the district company was 
president and director of the Invest- 
ment Company, also a director of the 
appellant, and that a director of the 
district company and of the Investment 
Company was also a vice president of 
appellant. The statute of Illinois gave 
the Commerce Commission jurisdic- 
tion over “affiliated interests having 
transactions other than ownership of 
stock and receipt of dividends thereon 
with public utilities under the jurisdic- 
tion of the Commission, to the extent 
of access to all accounts and records 
of such affiliated interests relating to 
such transactions and to the 
extent of authority to require such re- 
ports, with respect to such transac- 
tions, to be submitted by such affliated 
interests as the Commission may 
(might) prescribe.” The state stat- 
ute also defined “affiliated interests” 
as including: 

““(c) Every corporation, 10 per 
centum or more of whose voting cap- 
ital stock is owned by any person or 
corporation owning 10 per centum or 
more of the voting capital stock of 
such public utility, 

“<*(f) Every corporation which has 
one or more elective officers or one or 
more directors in common with such 
public utility.’”’ 
33 PUR(NS) 


In a proceeding against the district 
company to determine whether rates 
should be reduced, to which appellant 
was not a party, it was found by the 
Commerce Commission that the ap- 
pellant was an affiliated company, and 
that in order to fix reasonable rates 
for the sale of gas, “inquiry was nec- 
essary into its operating charges, in- 
cluding cost of gas purchased from 
appellant.” The Commission’s order 
complained of was accordingly en- 
tered. The state statute was attacked 
as unconstitutional on the ground that 
it infringed the due process clause of 
the Federal Constitution. In disposing 
of the contention, the Supreme Court 
said: 

“We can find in the commerce clause 
and the Fourteenth Amendment no 
basis for saying that any person is 
immune from giving information ap- 
propriate to a legislative or judicial 
inquiry. A foreign corporation en- 
gaged exclusively in interstate com- 
merce within the state is amenable to 
process there as are citizens and cor- 
porations engaged in local business. 
International Harvester Co. v. Ken- 
tucky (1914) 234 US 579, 58 L ed 
1479, 34 S Ct 944. It is similarly 
subject to garnishment and writ of 
attachment. Davis v. Cleveland, C. C. 
& St. L. R. Co. (1910) 217 US 157, 
54 L ed 708, 30 S Ct 463, 27 LRA 
(NS) 823, 18 Ann Cas 907. It can 
be deemed to be no less subject, on 
command of a state tribunal, to the 
duty to give information appropriate 
to an inquiry pending there. The 
present investigation is not a regula- 
tion of interstate commerce and it bur- 
dens the commerce no more than the 
obligation owed by all, even those en- 
gaged in interstate commerce, to com- 
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ply with local laws and ordinances, 
which do not impede the free flow of 
commerce, where Congress has not 
acted. Smith v. Alabama (1888) 124 
US 465, 31 L ed 508, 8 S Ct 564; Red 
‘C’ Oil Mfg. Co. v. Board of Agricul- 
ture (1912) 222 US 380, 56 L ed 
240, 32 S Ct 152; Minnesota Rate 
Cases (Simpson v. Shepard) (1913) 
230 US 352, 402, 57 L ed 1511, 1542, 
33 S Ct 729, 48 LRA(NS) 1151, 
Ann Cas 1916A, 18; Clyde Mallory 
Lines v. Alabama ex rel. State Docks 
Commission (1935) 296 US 261, 80 
Led 215, 56 S Ct 194, and cases cited. 


“This court has often recognized 
that the reasonableness of the price at 
which a public utility company buys 
the product which it sells is an appro- 
priate subject of investigation when 
the resale rates are under considera- 
tion, and that any relationship be- 
tween the buyer and seller which tends 
to prevent arm’s length dealing may 
have an important bearing on the 
reasonableness of the selling price. 
United Fuel Gas Co. v. Kentucky R. 
Commission, 278 US 300, 320, 73 L 
ed 390, PUR1929A, 433, 49 S Ct 
150; Smith v. Illinois Bell Teleph. Co. 
(1930) 282 US 133, 144, 75 L ed 
255, 260, PUR1931A, 1, 51 S Ct 65; 
Western Distributing Co. v. Kansas 
Pub. Service Commission, 285 US 
119, 124, 76 L ed 655, PUR1932B, 
236, 52 S Ct 283; Dayton Power & 
Light Co. v. Ohio Pub. Utilities 
Commission (1934) 292 US 290, 78 
Led 1267, 3 PUR(NS) 279, 54S Ct 
647. We have not said, nor do we 
perceive any ground for saying, that 
the Constitution requires such an in- 
quiry to be limited to those cases where 
common control of the two corpora- 
tions is secured through ownership of 
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a majority of their voting stock. We 
are not unaware that, as the statute 
recognizes, there are other methods of 
control of a corporation than through 
such ownership. Common manage- 
ment of corporations through officers 
or directors, or common ownership of 
a substantial amount, though less than 
a majority of their stock, gives such 
indication of unified control as to call 
for close scrutiny of a contract be- 
tween them whenever the reasonable- 
ness of its terms is the subject of in- 
quiry. In these circumstances appel- 
lant can hardly object to the attempted 
inquiry into the fairness of the price. 
Cf. Corsicana Nat. Bank v. Johnson 
(1919) 251 US 68, 90, 64 L ed 141, 
155, 40 S Ct 82, and cases cited; 
Geddes v. Anaconda Copper Min. Co. 
(1921) 254 US 590, 599, 65 L ed 
425, 432, 41 S Ct 209; Western Dis- 
tributing Co. v. Kansas Pub. Service 
Commission, supra; Globe Woolen Co. 
v. Utica Gas & E. Co. (1918) 224 
NY 483, 121 NE 378. The price it- 
self may be found to be so exorbitant 
as to persuade that the bargaining was 
not at arm’s length. Corsicana Nat. 
Bank v. Johnson, supra. We cannot 
say that the Illinois statute is subject 
to any constitutional infirmity in so 
far as it demands access to the books 
and accounts of appellant or requires 
production of the information which 
the order seeks.” (21 PUR(NS) at 
pp. 259, 260.) 


Of course, there is a substantial dif- 
ference in the circumstances of the 
present case and the one last cited, in 
that the proceeding before the Louisi- 
ana Commission here assailed was one: 
against the Interstate itself to deter- 
mine if orders should be entered fixing 
its rates and affecting its practices; 
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while in the Illinois case, it was against 
another utility, and the complainant, 
not a party to the proceeding before 
the Commission, had been directed to 
furnish information merely for the 
purpose of fixing rates of this other 
and affiliated company. Neither does 
it appear that there is any express 
statute in Louisiana, such as that of 
Illinois, affecting affiliated interests. 
But it does appear that the Standard 
Oil Company of Louisiana, the pur- 
chaser of a substantial quantity of gas 
from Interstate, is an affiliated com- 
pany of the Standard Oil Company of 
New Jersey, which, in turn, owns more 
than 50 per cent of the stock of com- 
plainant. This is disclosed by the 
evidence and information furnished 
by complainant alone to the Louisiana 
Commission on the plea to its jurisdic- 
tion, without the latter having had a 
chance through investigation to ascer- 
tain whether or to what extent other 
circumstances may exist to show con- 
nection between the complainant and 
its customers, or to what extent its 
rates may affect the prices which dis- 
tributors, to whom complainant sells, 
charge their customers for the gas. 
[2] It is true that the Louisiana 
statute appears to apply only to pub- 
lic utilities operating in intrastate com- 
merce, but it would seem that the Com- 
mission should be permitted, regard- 
less of any express authority with re- 
spect to affiliates, to make investiga- 
tion of and require information from 
concerns such as plaintiff, with respect 
to its dealings with local utilities, serv- 
ing the public, when the monopolistic 
character of the gas business is such 
that its price may be fixed by complain- 
ant largely according to its own views 
and would be governed, no doubt, by 
33 PUR(NS) 


what “‘the traffic would stand.” Even 
if it should ultimately develop and the 
Commission should hold that it does 
not have the power to fix rates and 
determine practices to be followed by 
complainant, or if the courts should 
hold to that effect, the investigation 
directed by the Commission would 
have served its purpose; first, to pro- 
duce full information for its own 
action in the particular proceeding, 
and second, to aid it in dealing with 
utilities to which the plaintiff sells. It 
might also, incidentally, serve to per- 
mit a better defense to the present suit. 
If the plaintiff is thus subjected to ex- 
penses which it would otherwise not 
have to incur it will be because of the 
very nature of its business. The pro- 
ducing and dealing in natural gas is 
commonly known to be affected with a 
public interest, more or less, and it is 
generally recognized that regulation 
should, under the police power of the 
state, be exercised in the interest of 
the public, which is composed, not 
alone of domestic or household con- 
sumers, but industrial enterprises, to 
whom sales are made directly. 


It is our view that the showing made 
does not warrant a court of equity in 
enjoining the investigation merely be- 
cause of the expense, which, as point- 
ed out by Judge Hutcheson in his dis- 
senting opinion in Southern Bell 
Teleph. & Teleg. Co. v. Louisiana Pub. 
Service Commission (1936) 15 F 
Supp 1057, 1063, 15 PUR(NS) 482, 
“really takes nothing from the utility” 
because the rates or prices charged by 
it (whether in its interstate or intra- 
state commerce) will be based upon 
the cost of doing business, including 
the furnishing of information such as 
that sought by the Commission. 
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As to the contention with respect to and to protect complainant against un- 
the amount and manner of payment reasonable action on the part of the 
of this expense to be assessed against Commission. 
plaintiff, the state law, itself, provides Our conclusion is that the prelim- 
ample means for contesting the same inary injunction should be denied. 
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Re Jersey Central Power & Light Company 


Security issues, § 17 — Duties of Commission — Approval of bonds. 
1. The Board is required by statute to give its permission for the issuance 
of bonds or other evidences of indebtedness if it finds that the proposed 
issue is in accordance with law and if it approves its purposes, p. 210. 


Security issues, § 57 — Purpose — Factors considered. 

2. The word “purpose,” in connection with the statutory provision for 
Board approval of a bond issue when the Board approves its purposes, 
must be accorded a meaning which will enable the Board to investigate 
not only the object of the proposed bond issue but the conditions under which 
it is to be made, the entire environment of the company with its ante- 
cedents, and the prospective opportunities it may encounter, in view of 
its past history, to meet the financial demands that the proposed burden 
is likely to impose upon it, p. 210. 


Security issues, § 44 — Factors affecting approval — Public policy — Welfare 
of investors. 

3. A duty is imposed upon the Board to investigate not only the legality 
but practically the public policy and equity of a proposed bond issue, 
which in its far-reaching effects concerns not only the issuing company 
and its bondholders, but the welfare of the investing community and the 
public conscience of the state, upon the approval of whose delegated 
agency the bonds will be offered for sale, p. 210. 


Accounting, § 56 — Write-ups — Propriety. 
4. The identification of write-ups in recognition of appreciated values for 
accounting purposes does not create a supposition that restatements of 


book cost were illegitimate, improper, or unreasonable at the time when 
made, p. 212. 


Valuation, § 74 — Book cost — Effect of write-ups. 


5. The mere fact of the existence of so-called write-ups, making the pres- 
ent book cost of utility plant in excess of original cost, is not in itself 
an indication of a lack of value at the present time, p. 212. 


Security issues, § 44 — Factors affecting approval — Write-ups. 


6. The Board, in approving bonds and notes to be issued solely for the 
purpose of refunding outstanding higher interest-bearing bonds and pay- 
ing expenses necessarily incurred in connection with such a transaction, 
need not determine the exact original cost, acquisition appreciation, or 
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write-up of the utility plant, or consider whether or not all amounts record. 


ed on the books of the issuing company represent assets of continuing value, 
p. 212. 


Security issues, § 87 — Asset basis — Inadequacy — Refunding. 


7. Any inadequacy of investment support for any of the outstanding securi- 
ties of a corporation will not be considered by the Board to warrant dis- 
approval of an application for approval of the issuance of bonds and notes 
for refunding purposes, when the available savings in annual interest 
requirements and the opportunity over a period of time to bring debt & 
capitalization into a better relationship with utility plant by the proposed 
refunding will be beneficial, p. 212. 


Security issues, § 116 — Unamortized discount and expense — Refunding. 
8. A proposal to account for unamortized debt discount and expense by 
amortizing in equal annual amounts over the unexpired life of old bonds § 
the amounts remaining on the books at the time of refunding, and amortiz- 
ing new debt discount and expense in equal annual amounts over the life § 
of refunding bonds, was approved as reasonable and proper in the cir- 
cumstances, p. 216. 


Security issues, § 106 — Sale price and interest rate — Yield — Bonds. 


9. Issuance by an electric utility corporation of 34 per cent bonds to be 
sold publicly at a minimum price of 1024, representing a yield to maturity 
of 3.35 per cent, or at a more probable price of 104, representing a yield ff 
of 3.26 per cent—making a minimum price of 1004 net to the corporation 
—was approved, p. 219. 


Security issues, § 107 — Sale price and interest rate — Serial notes. 
10. Issuance of serial notes at a rate of 34 per cent to be sold at par to 
the issuer was approved, p. 219. 

Security issues, § 115 — Underwriter’s fee — Expenses. 


11. A proposed spread of 2 per cent for underwriter’s fee and expenses 
on the issuance of refunding bonds was held to be reasonable in view 
of various considerations, including continuation of negotiations over a Fy 
considerable period of time, frequent revision of the refinancing proposal, FF 
the fact that the principal underwriter had been of material assistance PF 
to the company in developing the present relatively desirable plan, and 
uncertainty as to when the bonds actually might be sold, p. 221. 


[April 25, 1940.] 
F amcorpense for approval of mortgage and issuance of bonds 


and notes for the redemption of presently outstanding 
bonds; approval granted subject to conditions. 


¥ 


APPEARANCES: Joseph F. Auten- ing utility subject to the jurisdiction 


rieth, for the applicant; John A. Bern- 
hard, for the Board. 


By the Commission: Jersey Cen- 
tral Power and Light Company (here- 
in called Jersey Central), an operat- 
33 PUR(NS) 


of the Board, filed an application dat- 
ed October 27, 1939, for authority 
(1) to make, execute, and deliver an 
indenture of mortgage and deed of 
trust to City Bank Farmers Trust 
Company, as trustee, (2) to issue 


208 





RE JERSEY CENTRAL POWER & LIGHT CO. 


thereunder $39,000,000 principal 
amount of first mortgage bonds, 4 per 
cent series due 1964, and (3) to issue 
$3,225,000 principal amount of serial 
notes with interest at about 34 per 
cent, and (4) to call for redemption 
its presently outstanding first mort- 
gage gold bonds in the aggregate 
amount of $42,225,000. 

On March 18, 1940, Jersey Central 
filed an amended application by which 
(1) the principal amount of the pro- 
posed bonds was reduced from $39,- 
000,000 to $38,000,000 and the cou- 
pon rate was lowered from 4 per cent 
to 33 per cent, and (2) wherein the 
proposed principal amount of serial 
notes was increased from $3,225,000 
to $4,850,000. Various other modi- 
fications were made as a result of ne- 
gotiations between Jersey Central and 
The First Boston Corporation as the 
managing underwriter, both prior and 
subsequent to the date of the amended 
application, in the proposed principal 
amount of the bonds and notes, in the 
rates of interest to be paid and in the 
prices tentatively fixed for sale of the 
securities. Tentative “plans” setting 
forth these matters were filed in- 
formally with the Board. 


A public hearing on the application 
as amended was held by the Board 
after appropriate notice on March 28, 
1940, at which time the applicant sub- 


mitted “Plan 6.” Under this latest 
plan, Jersey Central asks the approval 
of this Board and authority: 

(1) To make, execute, and deliver 
an indenture of mortgage or deed of 
trust, together with a first supplemen- 
tal indenture, to City Bank Farmers 
Trust Company, as trustee, to secure 
the first mortgage bonds proposed to 
[14] 
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be issued in the principal amount of 
$38,000,000, series 1965. 

(2) To issue thereunder said first 
mortgage bonds in the principal 
amount of $38,000,000, to be sold at 
not less than 1004 net to the issuer and 
to bear an interest coupon rate of 34 
per cent. 

(3) To execute and deliver a prom- 
issory note or notes in the total sum 
of $5,300,000, payable as to principal 
in equal annual instalments over a pe- 
riod of ten years, at an interest rate 
of 34 per cent annually, and to be sold 
at not less than par. 

(4) To call for redemption the out- 
standing first mortgage gold bonds of 
applicant, known as series B and series 
C, in the aggregate principal amount 
of $42,225,000, plus redemption pre- 
mium and accrued interest. 

The exact amount of notes proposed 
to be issued depends upon the cash re- 
quirements in connection with the 
transaction, and therefore, upon the 
price to be received for the bonds. Ac- 
cording to applicant’s proposal, the 
principal amount of notes will be re- 
duced by $190,000 for each increase 
of one-half point in the price of the 
bonds over 1004 as the minimum price 
to applicant. 


The net proceeds from the sale of 
the said $38,000,000 principal amount 
of first mortgage bonds and $5,300,- 
000 principal amount of serial notes 
are to be applied toward the redemp- 
tion of all the presently outstanding 
first mortgage gold bonds of the appli- 
cant, comprising series B, 5 per cent 
bonds and series C, 44 per cent bonds, 
in the aggregate principal amount of 
$42,225,000. The proofs disclose that 
the estimated receipts and disburse- 
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ments incident to the proposed trans- 
action are as follows: 
Estimat- 


ed Dis- 
bursements 


Estimated 
Receipts 


Proceeds from sale of 
bonds (par) .... $38,000,000 
Premium on 
of 4 point 190,000 
Proceeds from sale of 
serial notes (par) 5,300,000 
Funds required to re- 
tire outstanding 
43% bonds (par) 
Premium payable of 
4 points 
Funds required to re- 
tire outstanding 
5% bonds (par) 
Premium payable of 
1? points 
Duplicate interest ... 
Other expenses 


$32,000,000 
1,280,000 


10,225,000 
178,938 
162,604 
168,320 


$43,490,000 $44,014,862 
524,862 


$44,014,862 $44,014,862 





Treasury cash required 





[1-3] The present application is 
filed under R.S. 48 :3-9 (1937), which 


provides that no public utility shall is- 
sue any bonds or other evidences of in- 
debtedness until it shall have first ob- 
tained authority from the Board. The 
Board is required by statute to give its 
permission if it finds that the proposed 
issue is in accordance with law and if 


it approves its purposes. The word 
“purpose” in this connection “must 
be accorded a meaning which will en- 
able the Board to investigate not only 
the object of the proposed bond issue 
but the conditions under which it is 
to be made, and the entire environment 
of the company with its antecedents, 
and the prospective opportunities it 
may encounter in view of its past his- 
tory, to meet the financial demands 
that the proposed burden is likely to 
impose upon it.” <A duty is thus im- 
posed upon this Board to investigate 
“not only the legality but practically 
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the public policy and equity of a pro- 
posed bond issue, which in its far- 
reaching effects concerns not alone this 
prosecutor and its bondholders, but 
the welfare of the investing commu- 
nity, and the public conscience of the 
state, upon the approval of whose dele- 
gated agency the bonds will be offered 
for sale.” Interstate Teleph. & Teleg. 
Co. v. Public Utility Comrs. (1913) 
84 NJL 184, 86 Atl 363. 

The application now before the 
Board presents the following questions 
for consideration : 

1. Whether or not the purposes of 
the proposed issuance of bonds and 
notes and their terms and conditions 
are appropriate in the public interest 
in view of the effect on the capitaliza- 
tion represented by outstanding secutri- 
ties, the annual return required for 
support of the debt capital, and the 
cost of additional capital which may be 
required in the future for extensions 
and improvements. 

2. Whether or not the prices at 
which the bonds and notes are ten- 
tatively proposed to be sold are rea- 
sonable. 

3. Whether or not the underwriting 
commission and other estimated ex- 
penses expected to be incurred by the 
company are reasonable. 


I. The Applicant and Its Business 


Jersey Central Power and Light 
Company, a New Jersey corporation, 
organized on March 27, 1925, is en- 
gaged in the business of manufactur- 
ing and distributing electricity and gas 
in various municipalities of New Jer- 
sey. It was formed by means of the 
merger of seven predecessor electric 
and gas companies, four of which 
predecessors were themselyes the re- 
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sult of mergers or acquisitions of 
twelve other underlying companies. 
Since its formation, Jersey Central has 
acquired six municipal electric prop- 
erties and two private companies, in- 
cluding Eastern New Jersey Power 
Company. Eastern New Jersey Pow- 
er Company, acquired as of April 30, 
1931, has been formed by the merger 
of two and the acquisition of seven 
underlying companies. 

During 1939, Jersey Central sup- 
plied electric service to approximately 
108,000 customers (monthly average) 
in 129 communities with an aggregate 
population of about 337,000 as of 
1930. It supplies gas service to 
approximately 50,000 customers 


(monthly average) in 84 communities, 
with an aggregate population of about 
201,000 as of 1930. For the calendar 
year 1939 about 81.9 per cent of the 


revenue from utility operations was 
derived from electric operations and 
18.1 per cent from gas operations. 
Revenue from electric sales is tending 
to increase, while revenue from gas 
sales is stable or shows a long-run 
tendency toward decline. 


Jersey Central disclaims the exercise 
of any effective control over it by any 
other company. It has outstanding 
1,053,700 shares of common stock, 
which is the only class of stock of the 
company which has voting rights. 
The New York Trust Company holds 
712,411 shares of this common stock, 
as trustee of the bankrupt National 
Public Service Corporation, as the 
only present security for the deben- 
tures of National Public Service Cor- 
poration. The largest proportion of 
such debentures, or certificates of de- 
posit representing such debentures, are 
owned by companies in the Associated 
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Gas and Electric Company System. 
The remaining 341,350 shares (exclu- 
sive of directors’ qualifying shares) of 
the company’s common stock were ac- 
quired in 1935 by NY PA NJ Utilities 
Company and were transferred in 
1938 to New Jersey Power and Light 
Company, a subsidiary of NY PA NJ 
Utilities Company in the Associated 
System. 

Jersey Central has filed an applica- 
tion with the Securities and Exchange 
Commission, originally in November, 
1935, pursuant to § 2(a) (6) of the 
Public Utility Holding Company Act, 
15 USCA § 79b, seeking an order of 
the Commission to the effect that it is 
not subject to the jurisdiction of that 
Commission as a subsidiary of any 
company or group of companies in 
the Associated System. The hearings 
on this exemption application were 
held in August and September, 1939, 
the report of the trial examiner was 
filed on November 29, 1939, oral argu- 
ments were heard on January 3, 1940, 
and on February 20th stipulations 
were agreed upon that entered into the 
record additional information in re- 
gard to the changed status of the As- 
sociated Gas and Electric Company. 
The Securities and Exchange Commis- 
sion has not as yet issued its opinion 
and order. For this reason, Jersey 
Central is not yet informed as to 
whether an application to the Securi- 
ties and Exchange Commission under 
§ 6(b) of the Holding Company Act 
is required. Jersey Central has filed 
with the Securities and Exchange 
Commission the registration statement 
required under the Securities Act of 
1933 but has advised the Commission 
that no securities will be offered to the 
public under that registration until the 
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status of the company under the Hold- 
ing Company Act has been deter- 
mined. Therefore, the proceeding be- 
fore this Board and the testimony as 
to the prices at which the securities 
might be sold are based upon the ex- 
pectation that the opinion and order of 
the Securities and Exchange Commis- 
sion on the exemption application 
shortly will be available. 


II. Utility Plant 


The utility plant accounts of Jer- 
sey Central, segregated between the 
electric and gas departments, together 
with the related depreciation reserves, 
are summarized below from the bal- 
ance sheet as at December 31, 1939: 


Utility plant book cost 
Depreciation reserve 


Net utility plant 


Percentage relation of reserve to gross utility plant .... 


The Uniform System of Accounts 
prescribed by the Board’s order dated 
November 10, 1937, requires that all 
electric utility companies in New Jer- 
sey reclassify their utility plant and 
determine original cost to the person 
first devoting the property to public 
service. This original cost study is 
under way but no tentative or prelim- 
inary figures as to Jersey Central are 
at present available to the Board. 

[4-7] It is beyond question, how- 
ever, that the present book cost of the 
utility plant is substantially in excess 
of its original cost. There is reason to 
believe that the appreciation due to 
revaluations of utility plant recorded 
on the books of Jersey Central and its 
predecessors since 1922 aggregates at 
least $13,000,000. The identification 
of “write-ups” in approximately this 
amount does not create, however, a 
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supposition that the restatements of 
book cost were illegitimate, improper, 
or unreasonable at the time when 
made. In fact, the past recognition of 
appreciated values for accounting pur- 
poses is implied by the decision of the 
supreme court of New Jersey in Pas. 
saic Consol. Water Co. v. Public Util- 
ity Comrs. (1927) 5 NJ Mis R 1078, 
PUR1928B, 242, 139 Atl 324 (Aff. 
[1928] 104 NJL 666, 141 Atl 921), 
to the effect that in 1925 a utility had 
the right to record on its books “the 
full value of its property.” The ag- 
gregate amount of “write-up” repre- 
sents a variety of accounting transac- 
tions, including write-up to acquisition 
cost of property acquired in the 
Gas Dept. Total 


$17,341,972 $77,306,436 
1,843,973 4,671,083 


$72,635,353 
6.0 


Electric Dept. 
$59,964,464 
2,827,110 





$57,137,354 $15,497,999 
4.7 


10.6 


process of integration and write-up 
to engineering appraisals or to “‘pres- 
ent fair value.” Further, the mere 
fact of the existence of so-called 
“write-ups” is not in itself an indica- 
tion of a lack of value at the present 
time. 

It is unnecessary for the Board in 
the present proceeding to determine 
the exact original cost, acquisition ap- 
preciation, or “write-up” of the utility 
plant of the applicant or to consider 
whether or not all amounts now re- 
corded on the books of Jersey Central 
represent assets of continuing value. 
The bonds and notes proposed to be is- 
sued by the applicant are solely for 
the purpose of refunding outstanding 
higher interest-bearing bonds and pay- 
ing expenses necessarily incurred in 
connection with such a transaction. 
The effect on applicant’s capital struc- 
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ture and the reduction in annual re- 
quirements of fixed income securities 
will be considered subsequently. Ap- 
plicant’s bonds in the principal amount 
of $42,225,000 are now outstanding 
in the hands of the public and denial of 
the application on the ground of ex- 
isting overcapitalization merely would 
deny to Jersey Central the available 
savings in annual interest require- 
ments and the opportunity over a peri- 
od of time to bring its debt capitaliza- 
tion into a better relationship with its 
utility plant. 

If the outstanding common stock 
of Jersey Central represents an insufh- 
cient equity, such a deficiency will not 
be increased and ultimately may be 
§ partially corrected as a result of issu- 
ance of the refunding bonds under the 
terms proposed and the conditions 
which will be imposed by the Board in 
its certificate of approval. The ad- 
vantages of redemption of the present 
bonds and refunding at lower inter- 
est rates are the same regardless of 
| who holds the common or preferred 
stock or the investment represented. 
Any inadequacy of investment sup- 
port for any of the outstanding securi- 
ties of Jersey Central will not be con- 
sidered by the Board to warrant dis- 
approval of the application, because 
any such inadequacy already exists 
and will be affected only beneficially 
by the proposed refunding. 

This conclusion is reached by the 
Board after careful consideration of 
the public interest involved in this ap- 
plication. The electric department of 


Maintenance 
Provision for depreciation 


Balance of depreciation reserve at end of year 
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Jersey Central is a growing utility and 
will find it necessary to make expendi- 
tures in the near future for extensions 
and improvements. The Board be- 
lieves that the interests of both con- 
sumers and investors require that it 
adopt a policy which will protect in 
reasonable degree the credit position of 
the company so that in the future it 
will be able to obtain at reasonable 
costs the additional investment capital 
which it will require. 


III, Provision for Depreciation 
and Maintenance 


The company’s practice since 1931 
in providing for depreciation has been 
to compute the amount to be charged 
against income by taking 15 per cent 
of annual operating revenues (exclu- 
sive of rents from electric property 
and intercompany revenues) and de- 
ducting therefrom the expense charged 
to maintenance. The company’s prac- 
tice has been in accordance with the 
formula contained in the old mort- 
gage. Since January 1, 1938, certain 
replacements, which would have been 
charged to maintenance accounts un- 
der the accounting procedure followed 
by the company prior to that date, are 
now charged to the depreciation re- 
serve, with the result that maintenance 
expense shows a tendency to decrease 
and the annual provision for depre- 
ciation to correspondingly increase. 
The increase in total provision for 
maintenance and depreciation shown 
by the following table results from the 
increase in operating revenues: 


1937 


$1,028,034 
653,022 


$1,681,056 
$3,847,506 


1938 


$808,681 
927,371 


1939 
$761,251 
1,064,077 
$1,736,052 $1,825,328 
$4,306,100 $4,671,083 
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In addition to the provisions for 
depreciation charged against income, 
the company made appropriations 
from earned surplus to the deprecia- 
tion (retirement) reserve amounting 
to $750,000 in 1936 and $250,000 in 
1937, in order to offset in part charges 
to the reserve occasioned by the aban- 
donment of plants. 

The net balance in the depreciation 
reserve has increased but slowly. Ex- 
pressed as a percentage of book cost 
as at December 31, 1939, the reserve 
is 4.7 per cent for the electric depart- 
ment and 6.0 per cent for the combined 
utility plant and, on its face, is an in- 
adequate provision to maintain the in- 
tegrity of the investment or does not 
correspond to the depreciation ma- 
terialized in the property. 


Only since January 1, 1938, how- 
ever, has Jersey Central been subject 


to the Board’s requirement that it es- 
tablish and maintain a depreciation 
reserve rather than a reserve to equal- 
ize retirements of its utility plant. 
The inadequacy of the depreciation re- 
serve cannot be charged to any im- 
prudent financial policies or practices 
of the present management of the ap- 
plicant. During the period of control 
by National Public Service Corpora- 
tion (prior to 1933) inadequate provi- 
sion was made for retirements. Since 
the collapse of the holding company, 
the present management has restored 
the damage caused by failure of the 
holding company management ade- 
quately. to provide for retirements. 
Since 1932 the company has retired 
numerous and important items of util- 
ity plant which were worn out in serv- 
ice or which were obsolete. Since 
practically no such property now re- 
mains on the books, the reserve for 
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depreciation may be expected to in. 
crease in size much more rapidly than 
in the past. No common dividends 
have been paid since March, 1932, and 
the earnings available for dividends 
have been invested in large part in the 
development of applicant’s property. 
The entire present balance of earned 
surplus is regarded by the Board as 
available to increase the adequacy of 
the depreciation reserve to the extent 
that prudence permits depletion of the 
surplus margin. 


IV. Existing and Proposed 
Capitalization 


The capitalization (including sur- 
plus) of the applicant as at December 
31, 1939, before and after giving ef- 
fect to the proposed financing, is 
shown by Table 1, which assumes that 
the bonds are sold to net the company 
a price of 102. 


The presently outstanding bonds in 
the total principal amount of $42,225,- 
000 were issued under and secured by 
an indenture of mortgage dated Feb- 
ruary 2, 1925, and supplemental in- 
dentures thereto and pursuant to the 
certificates of approval of this Board 
heretofore granted as follows: 


September 15, 1927, Series B .... 
September 6, 1928, Series B 
September 11, 1929, Series B .... 
April 9, 1930, Series B 

March 18, 1931, Series B 

June 17, 1931, Series C 


$2,500,000 


3,700,000 
32,000,000 


$42,225,000 


The series B bonds, maturing Au- 
gust 1, 1947, bear interest at 5 per 
cent per annum payable semiannually 
on February Ist and August lst and 
are subject to redemption call at any 
time upon thirty days’ notice at 1013, 
with accrued interest to the date of re- 
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demption. The series C bonds, ma- 
turing on June 1, 1961, bear interest at 
44 per cent per annum payable semi- 
annually on June 1st and December 
lst, and are subject to redemption at 
any time upon thirty days’ notice at 
104, with accrued interest to the date 
of redemption. 

It will be noted that the principal 
amount of bonds will be reduced from 
$42,225,000 to $38,000,000, and after 
giving effect to unamortized debt dis- 
count and expense the net bond cap- 
italization will be decreased from $39,- 
615,266 to $34,360,404 as of Decem- 
ber 31, 1939, on the basis of sale at 
5 102. The principal amount of total 
) debt will be increased from $42,225,- 
000 to $42,730,000, if the bonds are 


sold at 102, or to $43,300,000 if the 
bonds are sold at the minimum price 
of 100} to the issuer. The net capital- 
ization represented by debt securities 
will be decreased slightly, however, 
from $39,615,266 to $39,090,404, re- 
gardless of whether the sale is at 1004 
or at 102 tothe company. This results 
from the fact that the amount of notes 
proposed to be sold at par will be 
decreased by $190,000 for each one- 
half point increase in the price paid by 
investors for the bonds. 


No other change in the capitaliza- 
tion will result from the proposed fi- 
nancing. Therefore, the changes in 
the proportions of capital represented 
by debt securities, preferred stock, and 
common stock are not significant. 


TABLE 1 
Jersrey CENTRAL Power AND LicHtT CoMPANY 


Capitalization and Capital Structure As at December 31, 1939 
Before and After Proposed Refunding 


Capitalization 
Funded Debt 
First Mortgage, Series B, 5%, due 8/1/47 


First Mortgage, Series C, 44%, due 6/1/61 .. 


First Mortgage (New) 34%, due 3/1/65 


Total Bond Capitalization 
Less: Net Unamortized Debt Discount and 
Expense (a) 


Net Bond Capitalization 
Serial Notes, 34% 


Net Debt Capitalization 


Cumulative Preferred Stock (at par value) (c) 
7% Series (70,845 shares) 
6% Series (69,623 shares) 
53% Series (78,621 shares) 


.. 32,000,000 


Pro Forma 
(Sale at 102(b) ) 
Per Cent 

of Total 


Actual 
Per Cent 
of Total 


Amount Amount 


$10,225,000 


50.2 


50.2 


$38,000,000 
$38,000,000 
3,639,596 


$34,360,404 
4,730,000 


$39,090,404 


$42,225,000 
2,609,734 


$39,615,266 


45.4 
6.2 


$39,615,266 51.6 


$7,084,500 


7,862,100 
$21,908,900 


$7,084,500 
6,962,300 
7,862,100 


$21,908,900 
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Common Stock Equity 
Common Stock, No Par Value 
(Stated Value of 1,053.770 shares) 
Capital Surplus 
Earned Surplus 


Total Capitalization 


1 $10,537,700 


3. 

a 757,924 
4. 3,436,948 
$14,732,572 


$75,731,876 


$10,537,700 
757,924 
3,436,948 
$14,732,572 


$76,256,738 


19.3 
100.0 


(a) The amount of net unamortized debt discount and expense is deducted from total bond 
liability because it does not represent investment capital available as at the date of this pro 


forma statement. 


(b) If the sale were at the minimum price of 1004, the face amount of serial notes would be 
increased to $5,300,000 and the net amount of unamortized debt discount and expense would 
be increased to $4,141,276. Therefore, the net book investment represented by bonds would be 
$33,858,724, or 44.7 per cent of total capitalization, and there would be no other change in 


the pro forma statement. 


(c) After deducting par value of preferred stock reacquired. 


Several other balance sheet changes 
may be noted at this point. Cash as at 
December 31, 1939, would be reduced 
by $789,563, from $1,452.011 to 


$662,448, regardless of the price at 
which the bonds are sold by the com- 
pany. Unamortized debt discount and 
expense on the new bonds would be 
$1,789,862, in addition to $2,609,734 


remaining from the bonds presently 
outstanding, and unamortized pre- 
mium on debt would be $190,000 if 
the sale is at 1003, and $760,000 if the 
sale is at 102. 

[8] The company proposes to ac- 
count for unamortized debt discount 
and expense by amortizing in equal 
annual amounts over the unexpired 
life of the old bonds the amounts re- 
maining on the books at the time of re- 
funding, and amortizing the new debt 
discount and expense in equal annual 
amount over the life of the refunding 
bonds. The Board approves this ac- 
counting treatment as reasonable and 
proper in the circumstances of this 
case. 


V. Reduction of Debt Capitalization 


The applicant proposes to issue and 
sell 34 per cent promissory notes in 
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the total sum of $5,300,000 principal 
amount, less $190,000 for each one- 
half point by which the mortgage 
bonds are sold at a price in excess of 
1003 net, bearing the date March 1, 
1940, and due as to principal in equal 
annual instalments over a period of ten 
years from the date of issue. The an- 
nual payment of principal will be $530,- 
000, and this amount will need to be 
available from income. This pro- 
posed reduction of principal amount 
of debt capitalization by $4,225,000 
at the end of ten years is healthy and 
sound, will improve the capital struc- 
ture of Jersey Central, and will bring 
the amount of debt capital into a more 
appropriate relationship with the earn- 
ing capacity of the utility plant under 
accepted principles of rate making. 


VI. Reduction of Annual Debt 
Capital Requirments 


Table 2 is the annual income state- 
ment for the year ended December 31, 
1939, compared pro forma with the 
income statement which would have 
existed at the end of the year if the 
refunding had been effective. The 
interest savings amount to $435,863 
on the basis of sale of the bonds at 
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1004 net, or $473,437 on the basis of 
sale at 102 net. This is a significant 
reduction from the present interest re- 
quirement of $1,951,250. 

After adjustment for the effect on 
taxes, net income will be increased by 
§ about $354,700 if the bonds are sold 
at 1004, and by about $391,200 if 102 
is realized and the amount of notes 
correspondingly reduced. If the prin- 
cipal amount of notes issued should be 
$5,300,000, the interest to be paid on 
the notes will be reduced annually by 
$16,562.50 as the result of retirement 
of note principal. With reference to 
the cash basis, including the require- 
ment for payment of note principal, 
if the bonds are sold at 102 net the 
aggregate cash requirements of the 
company for debt service will be prac- 
tically the same as prior to the refund- 


ing transaction. On the basis of sale 
at 1004, the cash requirement for the 
first year will be greater by $74,375 
and will decrease from this amount by 
$16,562.50 annually for ten years. 
Regardless of the price obtained for 
the bonds or the principal amount of 
the promissory note issue, the annual 
cash requirement after the tenth year 
will be $621,250 less than for 1939. 

On the basis of sale of the 34 per 
cent mortgage bonds at a price of 1003 
to the company, the effective cost rate 
to maturity would be 4.22 per cent and 
the effective cost rate for the total 
capital contributed by the bond and 
note holders would be 4.07 per cent. 
This represents a substantial decrease 
from the effective cost rate to maturity 
of 5.37 per cent experienced for the 
series B and C bonds now outstanding. 


TABLE 2 
Jersey CENTRAL Power & Licut CoMPANY 


Comparative Income Statement before and after Proposed Refinancing 
Year Ended December 31, 1939 


©» Operating Revenues 


Operating Revenue Deductions: 
Expenses 
Depreciation 


Operating Income 
Other Income 


Gross Income 


Income Deductions : 
Interest on Long Term Debt 


Interest on Serial Notes ........... seeeeeee 
Amortization of Debt Discount and Expense .. 


Amortization of Premium on Debt 
Taxes Accrued on Interest 

Other Interest Charges 

Interest Charge to Construction 
Miscellaneous Income Deductions 


Net Income 


ee 


Pro Forma (Sale at 102) 
Adjustments Amounts 


$12,253,846 


Actual 
$12,253,846 


$5,119,660 
1,064,077 
1,656,264 


$7,840,001 
$4,413,845 
(20,537) 


$4,393,308 


$5,119,660 
1,064,077 
1,738,823 


$7,922,560 
$4,331,286 
(20,537) 


$4,310,749 


$82,559* 


$1,951,250 
142,534 


$1,330,000 
147,813 
214,129 
(30,400) 


18,019 

(9,026) 

13,187 
$1,683,722 


$2,627,027 


($621,250) 
147,813 
71,594 


(30,400) 
(41,500) 


13,187 
$2,157,464 
$2,235,844 





($473,742) 
$391,183 





* Increase in tax estimated as equivalent to 18% of decrease in total amount of Income 


Deductions. 


() Credit. 
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VIII, Provisions of the Proposed 
Indenture of Mortgage 


The proposed bonds will be issued 
under and secured by a new indenture 
of mortgage to be executed by the 
company to City Bank Farmers Trust 
Company, as trustee, to be dated 
March 1, 1940. The indenture is to 
constitute a first mortgage lien upon 
substantially all real and fixed prop- 
erty presently owned by the applicant 
and is further to constitute a direct 
mortgage lien upon all after acquired 
property. Also, all outstanding securi- 
ties of Lakewood Water Company will 
be pledged. 

The new indenture provides for an 
initial issue of $38,000,000 principal 
amount of first mortgage bonds and 
permits additional bonds secured 
thereby to be issued from time to time 
subject to the approval of regulatory 
authority as required by law. These 
additional bonds may be issued in prin- 
cipal amount equal to (1) 70 per cent 
of net bondable value of property ad- 
ditions after July 31, 1939 (provided 
that if such additions are subject to 
a prior lien, the amount of prior liens 
is to be deducted from bonds otherwise 
issuable); (2) bonds or prior lien 
bonds retired or to be retired; (3) 
cash deposited with the trustee; but 
in (1) and (3) above, only if net earn- 
ings as defined for twelve consecutive 
months within fifteen calendar months 
preceding equal 23 times annual inter- 
est on all outstanding debt of equal 
or prior rank, including the additional 
issue. 

The draft of the first supplemental 
indenture dated March 1, 1940, pro- 
vides that so long as any bonds of the 
1965 series are outstanding, the com- 
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pany will make expenditures for main. 
tenance plus expenditures for renewal 
in an amount at least equal to the great. 
er of (1) 164 per cent of gross elec. 
tric operating revenue plus 15 per cent 
of all other gross operating revenue a 
provided, or (2) $2,000,000; which 
percentages and amounts are subject 
to adjustments as provided. 

The tentative supplemental inden. 
ture further provides that beginning 
March 1, 1951, there shall be set aside 
annually in an improvement fund | 
per cent of the aggregate principal 
amount of all bonds of the 1965 series 
outstanding at any one time during the 
year. It was testified at the hearing FF 
before the Board that consideration 
is being given to substitution of a sink- B 
ing fund for the improvement fund. 
The representative of the principal un- 
derwriter expressed the opinion that 
a sinking fund which would actively 
reduce the amount of mortgage bonds 
from the eleventh to the twenty-fifth 
year of their life would be viewed by 
prospective purchasers of the bonds as 
advantageous. . 

The company has agreed in the sup- F 
plemental indenture that it will not, 
after December 31, 1939, pay divi- F 
dends on common stock (other than in 
shares of common) or make any other § 
distribution on capital stock or pur- fF 
chase or redeem capital stock in an 
amount in excess of 66% per cent of 
earned surplus until there has been 


added to earned surplus as of Decem- 


ber 31, 1939, an amount equal to all 
appropriations from earned surplus 
to depreciation or retirement reserve 
during the year ended December 31, 
1940, and none thereafter if, as a re- 
sult thereof, the accumulated aggre- 
gate amount of such dividends, dis- 
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bursements and redemptions since De- 
cember 31, 1939, exceeds the earned 
surplus accumulated subsequent to De- 
cember 31, 1939, as provided. 


VII. Reasonableness of the 
Security Prices 


[9, 10] The applicant conformed to 
the Board’s procedural requirement 
that it furnish affirmative proof of the 
reasonableness of the prices at which 
the securities are proposed to be sold 
and of the commissions proposed to be 
paid and that presentation of merely 
opinion testimony unsupported by ob- 
jective data and without establishing 
the basis for such subjective opinion 
should not be regarded as affirmative 
proof. 

The 34 per cent bonds are proposed 
to be sold publicly at a minimum price 
of 1024, representing a yield to ma- 
turity of 3.35 per cent or at a more 
probable price of 104, representing a 
yield of 3.26 per cent. The minimum 
price to the public of 1024 was fixed 
© in the application in view of the length 
§ of time likely to be required for the 
} proceeding and the uncertainty as to 
the fluctuations of the bond market in 
the meanwhile. 

Mr. George D. Woods, vice presi- 
dent and director of the The First 
Boston Corporation, the principal un- 
derwriter, testified on behalf of the 
company that the tentative price of 
1004 net is “an absolute minimum” 
which the applicant might expect to 
realize on the basis of market condi- 
tions then existing, when it is in a 
position actually to sell the bonds. 
The witness further testified that, in 
his opinion, if the applicant could com- 
plete the transaction within a very few 
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days the bonds would sell to yield 102 
to the company. 

Mr. Woods testified in regard to 
yield at current market prices, call 
prices, times interest requirements 
earned, the provisions for maintenance 
and depreciation, the capital structures 
and other factors influencing investor 
appraisals of 20 public utility operat- 
ing company bonds which he consid- 
ered comparable to the proposed first 
mortgage bonds of Jersey Central. 

Mr. William C. Gilman, financial 
consultant and partner in the firm of 
Gilman and Hickey, also testified on 
behalf of the applicant as to the rea- 
sonableness of the proposed price. 
This witness said that neither he nor 
his firm has any affiliation or business 
connection with The First Boston Cor- 
poration. Mr. Gilman was of the 
opinion that a price of 1024 is the 
price which the public would be willing 
to pay for the proposed bonds and that 
1004 net to the company is a fair price. 

In support of this opinion Mr. Gil- 
man stated that he had studied the ap- 
plicant’s annual reports, registration 
statement, and prospectus submitted 
to the Securities and Exchange Com- 
mission, and the proposed indenture of 
mortgage; that he had collected data 
of a financial and statistical nature 
bearing on the credit position of the 
applicant, had obtained the opinions of 
rating agencies, had analyzed the pres- 
ent holdings of the bonds and had ob- 
tained by personal inspection and from 
other sources information as to the 
business, property, and operations of 
the company. He presented testimony 
in regard to the general trend of the 
yields on utility company bonds during 
recent years and submitted a tabula- 
tion, similar to that submitted by Mr. 
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while in the Illinois case, it was against 
another utility, and the complainant, 
not a party to the proceeding before 
the Commission, had been directed to 
furnish information merely for the 
purpose of fixing rates of this other 
and affiliated company. Neither does 
it appear that there is any express 
statute in Louisiana, such as that of 
Illinois, affecting affiliated interests. 
But it does appear that the Standard 
Oil Company of Louisiana, the pur- 
chaser of a substantial quantity of gas 
from Interstate, is an affiliated com- 
pany of the Standard Oil Company of 
New Jersey, which, in turn, owns more 
than 50 per cent of the stock of com- 
plainant. This is disclosed by the 
evidence and information furnished 
by complainant alone to the Louisiana 
Commission on the plea to its jurisdic- 
tion, without the latter having had a 
chance through investigation to ascer- 
tain whether or to what extent other 
circumstances may exist to show con- 
nection between the complainant and 
its customers, or to what extent its 
rates may affect the prices which dis- 
tributors, to whom complainant sells, 
charge their customers for the gas. 
[2] It is true that the Louisiana 
statute appears to apply only to pub- 
lic utilities operating in intrastate com- 
merce, but it would seem that the Com- 
mission should be permitted, regard- 
less of any express authority with re- 
spect to affiliates, to make investiga- 
tion of and require information from 
concerns such as plaintiff, with respect 
to its dealings with local utilities, serv- 
ing the public, when the monopolistic 
character of the gas business is such 
that its price may be fixed by complain- 
ant largely according to its own views 
and would be governed, no doubt, by 
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what “the traffic would stand.” Even 
if it should ultimately develop and the 
Commission should hold that it does 
not have the power to fix rates and 
determine practices to be followed. by 
complainant, or if the courts should 
hold to that effect, the investigation 
directed by the Commission would 
have served its purpose; first, to pro- 
duce full information for its own 
action in the particular proceeding, 
and second, to aid it in dealing with 
utilities to which the plaintiff sells. It 
might also, incidentally, serve to per- 
mit a better defense to the present suit. 
If the plaintiff is thus subjected to ex- 
penses which it would otherwise not 
have to incur it will be because of the 
very nature of its business. The pro- 
ducing and dealing in natural gas is 
commonly known to be affected with a 
public interest, more or less, and it is 
generally recognized that regulation 
should, under the police power of the 
state, be exercised in the interest of 
the public, which is composed, not 
alone of domestic or household con- 
sumers, but industrial enterprises, to 
whom sales are made directly. 


It is our view that the showing made 
does not warrant a court of equity in 
enjoining the investigation merely be- 
cause of the expense, which, as point- 
ed out by Judge Hutcheson in his dis- 
senting opinion in Southern Bell 
Teleph. & Teleg. Co. v. Louisiana Pub. 
Service Commission (1936) 15 F 
Supp 1057, 1063, 15 PUR(NS) 482, 
“really takes nothing from the utility” 
because the rates or prices charged by 
it (whether in its interstate or intra- 
state commerce) will be based upon 
the cost of doing business, including 
the furnishing of information such as 
that sought by the Commission. 


206 





INTERSTATE NATURAL GAS CO. v. LOUISIANA PUB. SERVICE COM. 


As to the contention with respect to and to protect complainant against un- 
the amount and manner of payment reasonable action on the part of the 
of this expense to be assessed against Commission. 
plaintiff, the state law, itself, provides Our conclusion is that the prelim- 
ample means for contesting the same inary injunction should be denied. 





NEW JERSEY BOARD OF PUBLIC UTILITY COMMISSIONERS 


Re Jersey Central Power & Light Company 


Security issues, § 17 — Duties of Commission — Approval of bonds. 
1. The Board is required by statute to give its permission for the issuance 
of bonds or other evidences of indebtedness if it finds that the proposed 
issue is in accordance with law and if it approves its purposes, p. 210. 


Security issues, § 57 — Purpose — Factors considered. 

2. The word “purpose,” in connection with the statutory provision for 
Board approval of a bond issue when the Board approves its purposes, 
must be accorded a meaning which will enable the Board to investigate 
not only the object of the proposed bond issue but the conditions under which 
it is to be made, the entire environment of the company with its ante- 
cedents, and the prospective opportunities it may encounter, in view of 
its past history, to meet the financial demands that the proposed burden 
is likely to impose upon it, p. 210. 


Security issues, § 44 — Factors affecting approval — Public policy — Welfare 
of investors. 

3. A duty is imposed upon the Board to investigate not only the legality 
but practically the public policy and equity of a proposed bond issue, 
which in its far-reaching effects concerns not only the issuing company 
and its bondholders, but the welfare of the investing community and the 
public conscience of the state, upon the approval of whose delegated 
agency the bonds will be offered for sale, p. 210. 

Accounting, § 56 — Write-ups — Proprwety. 
4. The identification of write-ups in recognition of appreciated values for 
accounting purposes does not create a supposition that restatements of 


book cost were illegitimate, improper, or unreasonable at the time when 
made, p. 212. 


Valuation, § 74 — Book cost — Effect of write-ups. 


5. The mere fact of the existence of so-called write-ups, making the pres- 
ent book cost of utility plant in excess of original cost, is not in itself 
an indication of a lack of value at the present time, p. 212. 


Security issues, § 44 — Factors affecting approval — Write-ups. 


6. The Board, in approving bonds and notes to be issued solely for the 
purpose of refunding outstanding higher interest-bearing bonds and pay- 
ing expenses necessarily incurred in connection with such a transaction, 
need not determine the exact original cost, acquisition appreciation, or 
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write-up of the utility plant, or consider whether or not all amounts record- 


ed on the books of the issuing company represent assets of continuing value, 
p. 212. 


Security issues, § 87 — Asset basis — Inadequacy — Refunding. 
7. Any inadequacy of investment support for any of the outstanding securi- 
ties of a corporation will not be considered by the Board to warrant dis- 


approval of an application for approval of the issuance of bonds and notes 
for refunding purposes, when the available savings in annual interest 


requirements and the opportunity over a period of time to bring debt ¥ 


capitalization into a better relationship with utility plant by the proposed 
refunding will be beneficial, p. 212. 


Security issues, § 116 — Unamortized discount and expense — Refunding. 


8. A proposal to account for unamortized debt discount and expense by f 
amortizing in equal annual amounts over the unexpired life of old bonds 
the amounts remaining on the books at the time of refunding, and amortiz- 
ing new debt discount and expense in equal annual amounts over the life F 


of refunding bonds, was approved as reasonable and proper in the cir- 9% 


cumstances, p. 216. 
Security issues, § 106 — Sale price and interest rate — Yield — Bonds. 


9. Issuance by an electric utility corporation of 34 per cent bonds to be 
sold publicly at a minimum price of 1024, representing a yield to maturity © 
of 3.35 per cent, or at a more probable price of 104, representing a yield © 
of 3.26 per cent—making a minimum price of 1004 net to the corporation © 


—was approved, p. 219. 


Security issues, § 107 — Sale price and interest rate — Serial notes. 
10. Issuance of serial notes at a rate of 3$ per cent to be sold at par to 
the issuer was approved, p. 219. 

Security issues, § 115 — Underwriter’s fee — Expenses. 


11. A proposed spread of 2 per cent for underwriter’s fee and expenses 
on the issuance of refunding bonds was held to be reasonable in view 
of various considerations, including continuation of negotiations over a 
considerable period of time, frequent revision of the refinancing proposal, 
the fact that the principal underwriter had been of material assistance 
to the company in developing the present relatively desirable plan, and 
uncertainty as to when the bonds actually might be sold, p. 221. 


[April 25, 1940.] 
——— for approval of mortgage and issuance of bonds 
and notes for the redemption of presently outstanding 
bonds; approval granted subject to conditions. 
¥ 
APPEARANCES: Joseph F. Auten- 


rieth, for the applicant; John A. Bern- 
hard, for the Board. 


By the Commission: Jersey Cen- 
tral Power and Light Company (here- 
in called Jersey Central), an operat- 
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ee ges a pai ee oe 


ME a ee 


ing utility subject to the jurisdiction H 


of the Board, filed an application dat- 7 
ed October 27, 1939, for authority 7 
(1) to make, execute, and deliver an | 
indenture of mortgage and deed of | 


trust to City Bank Farmers Trust 


Company, as trustee, (2) to issue | 
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thereunder $39,000,000 principal 
amount of first mortgage bonds, 4 per 
cent series due 1964, and (3) to issue 
$3,225,000 principal amount of serial 
notes with interest at about 34 per 
cent, and (4) to call for redemption 
its presently outstanding first mort- 
gage gold bonds in the aggregate 
amount of $42,225,000. 

On March 18, 1940, Jersey Central 
filed an amended application by which 
(1) the principal amount of the pro- 
posed bonds was reduced from $39,- 
000,000 to $38,000,000 and the cou- 
pon rate was lowered from 4 per cent 
to 3% per cent, and (2) wherein the 
proposed principal amount of serial 
notes was increased from $3,225,000 
to $4,850,000. Various other modi- 
fications were made as a result of ne- 
gotiations between Jersey Central and 
The First Boston Corporation as the 
managing underwriter, both prior and 
subsequent to the date of the amended 
application, in the proposed principal 
amount of the bonds and notes, in the 
rates of interest to be paid and in the 
prices tentatively fixed for sale of the 
securities. Tentative “plans” setting 
forth these matters were filed in- 
formally with the Board. 


A public hearing on the application 
as amended was held by the Board 
after appropriate notice on March 28, 
1940, at which time the applicant sub- 


mitted “Plan 6.” Under this latest 
plan, Jersey Central asks the approval 
of this Board and authority: 

(1) To make, execute, and deliver 
an indenture of mortgage or deed of 
trust, together with a first supplemen- 
tal indenture, to City Bank Farmers 
Trust Company, as trustee, to secure 
the first mortgage bonds proposed to 
[14] 
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be issued in the principal amount of 
$38,000,000, series 1965. 

(2) To issue thereunder said first 
mortgage bonds in the principal 
amount of $38,000,000, to be sold at 
not less than 1004 net to the issuer and 
to bear an interest coupon rate of 34 
per cent. 

(3) To execute and deliver a prom- 
issory note or notes in the total sum 
of $5,300,000, payable as to principal 
in equal annual instalments over a pe- 
riod of ten years, at an interest rate 
of 34 per cent annually, and to be sold 
at not less than par. 

(4) To call for redemption the out- 
standing first mortgage gold bonds of 
applicant, known as series B and series 
C, in the aggregate principal amount 
of $42,225,000, plus redemption pre- 
mium and accrued interest. 

The exact amount of notes proposed 
to be issued depends upon the cash re- 
quirements in connection with the 
transaction, and therefore, upon the 
price to be received for the bonds. Ac- 
cording to applicant’s proposal, the 
principal amount of notes will be re- 
duced by $190,000 for each increase 
of one-half point in the price of the 
bonds over 1004 as the minimum price 
to applicant. 


The net proceeds from the sale of 
the said $38,000,000 principal amount 
of first mortgage bonds and $5,300,- 
000 principal amount of serial notes 
are to be applied toward the redemp- 
tion of all the presently outstanding 
first mortgage gold bonds of the appli- 
cant, comprising series B, 5 per cent 
bonds and series C, 44 per cent bonds, 
in the aggregate principal amount of 
$42,225,000. The proofs disclose that 
the estimated receipts and disburse- 
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ments incident to the proposed trans- 
action are as follows: 
Estimat- 


ed Dis- 
bursements 


Estimated 
Receipts 


Proceeds from sale of 
bonds (par) .... $38,000,000 
Premium on bonds 
of 4 point 190,000 
Proceeds from sale of 
serial notes (par) 5,300,000 
Funds required to re- 
tire outstanding 
44% bonds (par) 
Premium payable of 
4 points 
Funds required to re- 
tire outstanding 
5% bonds (par) 
Premium payable of 
1? points 
Duplicate interest ... 
Other expenses 


$32,000,000 
1,280,000 


10,225,000 
178,938 
162,604 
168,320 


$44,014,862 





$43,490,000 
524,862 


$44,014,862 


Treasury cash required 





$44,014,862 


[1-3] The present application is 
filed under R.S. 48 :3-9 (1937), which 
provides that no public utility shall is- 
sue any bonds or other evidences of in- 
debtedness until it shall have first ob- 
tained authority from the Board. The 
Board is required by statute to give its 
permission if it finds that the proposed 
issue is in accordance with law and if 
it approves its purposes. The word 
“purpose” in this connection “must 
be accorded a meaning which will en- 
able the Board to investigate not only 
the object of the proposed bond issue 
but the conditions under which it is 
to be made, and the entire environment 
of the company with its antecedents, 
and the prospective opportunities it 
may encounter in view of its past his- 
tory, to meet the financial demands 
that the proposed burden is likely to 
impose upon it.” A duty is thus im- 
posed upon this Board to investigate 
“not only the legality but practically 
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the public policy and equity of a pro- 
posed bond issue, which in its far- 
reaching effects concerns not alone this 
prosecutor and its bondholders, but 
the welfare of the investing commu- 
nity, and the public conscience of the 
state, upon the approval of whose dele- 
gated agency the bonds will be offered 
for sale.” Interstate Teleph. & Teleg. 
Co. v. Public Utility Comrs. (1913) 
84 NJL 184, 86 Atl 363. 

The application now before the 
Board presents the following questions 
for consideration: 

1. Whether or not the purposes of 
the proposed issuance of bonds and 
notes and their terms and conditions 
are appropriate in the public interest 
in view of the effect on the capitaliza- 
tion represented by outstanding securi- 
ties, the annual return required for 
support of the debt capital, and the 
cost of additional capital which may be 
required in the future for extensions 
and improvements. 

2. Whether or not the prices at 
which the bonds and notes are ten- 
tatively proposed to be sold are rea- 
sonable. 

3. Whether or not the underwriting 
commission and other estimated ex- 
penses expected to be incurred by the 
company are reasonable. 


I. The Applicant and Its Business 


Jersey Central Power and Light 
Company, a New Jersey corporation, 
organized on March 27, 1925, is en- 
gaged in the business of manufactur- 
ing and distributing electricity and gas 
in various municipalities of New Jer- 


sey. It was formed by means of the 
merger of seven predecessor electric 
and gas companies, four of which 
predecessors were themselves the re- 
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sult of mergers or acquisitions of 
twelve other underlying companies. 
Since its formation, Jersey Central has 
acquired six municipal electric prop- 
erties and two private companies, in- 
cluding Eastern New Jersey Power 
Company. Eastern New Jersey Pow- 
er Company, acquired as of April 30, 
1931, has been formed by the merger 
of two and the acquisition of seven 
underlying companies. 

During 1939, Jersey Central sup- 
plied electric service to approximately 
108,000 customers (monthly average) 
in 129 communities with an aggregate 
population of about 337,000 as of 
1930. It supplies gas service to 
approximately 50,000 customers 


(monthly average) in 84 communities, 
with an aggregate population of about 
201,000 as of 1930. For the calendar 
year 1939 about 81.9 per cent of the 


revenue from utility operations was 
derived from electric operations and 
18.1 per cent from gas operations. 
Revenue from electric sales is tending 
to increase, while revenue from gas 
sales is stable or shows a long-run 
tendency toward decline. 

Jersey Central disclaims the exercise 
of any effective control over it by any 
other company. It has outstanding 
1,053,700 shares of common stock, 
which is the only class of stock of the 
company which has voting rights. 
The New York Trust Company holds 
712,411 shares of this common stock, 
as trustee of the bankrupt National 
Public Service Corporation, as the 
only present security for the deben- 
tures of National Public Service Cor- 
poration. The largest proportion of 
such debentures, or certificates of de- 
posit representing such debentures, are 
owned by companies in the Associated 
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Gas and Electric Company System. 
The remaining 341,350 shares (exclu- 
sive of directors’ qualifying shares) of 
the company’s common stock were ac- 
quired in 1935 by NY PA NJ Utilities 
Company and were transferred in 
1938 to New Jersey Power and Light 
Company, a subsidiary of NY PA NJ 
Utilities Company in the Associated 
System. 

Jersey Central has filed an applica- 
tion with the Securities and Exchange 
Commission, originally in November, 
1935, pursuant to § 2(a) (6) of the 
Public Utility Holding Company Act, 
15 USCA § 79b, seeking an order of 
the Commission to the effect that it is 
not subject to the jurisdiction of that 
Commission as a subsidiary of any 
company or group of companies in 
the Associated System. The hearings 
on this exemption application were 
held in August and September, 1939, 
the report of the trial examiner was 
filed on November 29, 1939, oral argu- 
ments were heard on January 3, 1940, 
and on February 20th stipulations 
were agreed upon that entered into the 
record additional information in re- 
gard to the changed status of the As- 
sociated Gas and Electric Company. 
The Securities and Exchange Commis- 
sion has not as yet issued its opinion 
and order. For this reason, Jersey 
Central is not yet informed as to 
whether an application to the Securi- 
ties and Exchange Commission under 
§ 6(b) of the Holding Company Act 
is required. Jersey Central has filed 
with the Securities and Exchange 
Commission the registration statement 
required under the Securities Act of 
1933 but has advised the Commission 
that no securities will be offered to the 
public under that registration until the 
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status of the company under the Hold- 
ing Company Act has been deter- 
mined. Therefore, the proceeding be- 
fore this Board and the testimony as 
to the prices at which the securities 
might be sold are based upon the ex- 
pectation that the opinion and order of 
the Securities and Exchange Commis- 
sion on the exemption application 
shortly will be available. 


II, Utility Plant 


The utility plant accounts of Jer- 
sey Central, segregated between the 
electric and gas departments, together 
with the related depreciation reserves, 
are summarized below from the bal- 
ance sheet as at December 31, 1939: 


Utility plant book cost 
Depreciation reserve 


Net utility plant 


Percentage relation of reserve to gross utility plant .... 


The Uniform System of Accounts 
prescribed by the Board’s order dated 
November 10, 1937, requires that all 
electric utility companies in New Jer- 
sey reclassify their utility plant and 
determine original cost to the person 
first devoting the property to public 
service. This original cost study is 
under way but no tentative or prelim- 
inary figures as to Jersey Central are 
at present available to the Board. 

[4-7] It is beyond question, how- 
ever, that the present book cost of the 
utility plant is substantially in excess 
of its original cost. There is reason to 
believe that the appreciation due to 
revaluations of utility plant recorded 
on the books of Jersey Central and its 
predecessors since 1922 aggregates at 
least $13,000,000. The identification 
of “write-ups” in approximately this 
amount does not create, however, a 
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supposition that the restatements of 
book cost were illegitimate, improper, 
or unreasonable at the time when 
made. In fact, the past recognition of 
appreciated values for accounting pur- 
poses is implied by the decision of the 
supreme court of New Jersey in Pas- 
saic Consol. Water Co. v. Public Util- 
ity Comrs. (1927) 5 NJ Mis R 1078, 
PUR1928B, 242, 139 Atl 324 (Aff. 
[1928] 104 NJL 666, 141 Atl 921), 
to the effect that in 1925 a utility had 
the right to record on its books “the 
full value of its property.” The ag- 
gregate amount of “write-up” repre- 
sents a variety of accounting transac- 
tions, including write-up to acquisition 
cost of property acquired in the 
Total 


$77,306,436 
4,671,083 


Gas Dept. 
$17,341,972 
1,843,973 


Electric Dept. 
$59,964,464 
2,827,110 





$57,137,354 $15,497,999 $72,635,353 
4.7 10.6 6.0 


process of integration and write-up FF 
to engineering appraisals or to “pres- 
ent fair value.” Further, the mere 
fact of the existence of so-called ff 
“write-ups” is not in itself an indica- 
tion of a lack of value at the present [7 
time. 

It is unnecessary for the Board in 
the present proceeding to determine 
the exact original cost, acquisition ap- FF 
preciation, or “write-up” of the utility @ 
plant of the applicant or to consider Fj 
whether or not all amounts now re- [7 
corded on the books of Jersey Central F 
represent assets of continuing value. § 
The bonds and notes proposed to be is- 7 
sued by the applicant are solely for [7 
the purpose of refunding outstanding FF 
higher interest-bearing bonds and pay- [f 
ing expenses necessarily incurred in | 
connection with such a transaction. = 
The effect on applicant’s capital struc- | 
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ture and the reduction in annual re- 
quirements of fixed income securities 
will be considered subsequently. Ap- 
plicant’s bonds in the principal amount 
of $42,225,000 are now outstanding 
in the hands of the public and denial of 
the application on the ground of ex- 
isting overcapitalization merely would 
deny to Jersey Central the available 
savings in annual interest require- 
ments and the opportunity over a peri- 
od of time to bring its debt capitaliza- 
tion into a better relationship with its 
utility plant. 

If the outstanding common stock 
of Jersey Central represents an insuffi- 
cient equity, such a deficiency will not 
be increased and ultimately may be 
partially corrected as a result of issu- 
ance of the refunding bonds under the 
terms proposed and the conditions 
which will be imposed by the Board in 
its certificate of approval. The ad- 
vantages of redemption of the present 
bonds and refunding at lower inter- 
est rates are the same regardless of 
who holds the common or preferred 
stock or the investment represented. 
Any inadequacy of investment sup- 


port for any of the outstanding securi- 


ties of Jersey Central will not be con- 
sidered by the Board to warrant dis- 
approval of the application, because 
any such inadequacy already exists 
and will be affected only beneficially 
by the proposed refunding. 

This conclusion is reached by the 
Board after careful consideration of 
the public interest involved in this ap- 
plication. The electric department of 
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Jersey Central is a growing utility and 
will find it necessary to make expendi- 
tures in the near future for extensions 
and improvements. The Board be- 
lieves that the interests of both con- 
sumers and investors require that it 
adopt a policy which will protect in 
reasonable degree the credit position of 
the company so that in the future it 
will be able to obtain at reasonable 
costs the additional investment capital 
which it will require. 


III, Provision for Depreciation 
and Maintenance 


The company’s practice since 1931 
in providing for depreciation has been 
to compute the amount to be charged 
against income by taking 15 per cent 
of annual operating revenues (exclu- 
sive of rents from electric property 
and intercompany revenues) and de- 
ducting therefrom the expense charged 
to maintenance. The company’s prac- 
tice has been in accordance with the 
formula contained in the old mort- 
gage. Since January 1, 1938, certain 
replacements, which would have been 
charged to maintenance accounts un- 
der the accounting procedure followed 
by the company prior to that date, are 
now charged to the depreciation re- 
serve, with the result that maintenance 
expense shows a tendency to decrease 
and the annual provision for depre- 
ciation to correspondingly increase. 
The increase in total provision for 
maintenance and depreciation shown 
by the following table results from the 
increase in operating revenues: 


1937 


$1,028,034 
653,022 


$1,681,056 
$3,847,506 


1938 
$808,681 
927,371 


1939 
$761,251 
1,064,077 
$1,736,052 $1,825,328 
$4,306,100 $4,671,083 
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In addition to the provisions for 
depreciation charged against income, 
the company made appropriations 
from earned surplus to the deprecia- 
tion (retirement) reserve amounting 
to $750,000 in 1936 and $250,000 in 
1937, in order to offset in part charges 
to the reserve occasioned by the aban- 
donment of plants. 

The net balance in the depreciation 
reserve has increased but slowly. Ex- 
pressed as a percentage of book cost 
as at December 31, 1939, the reserve 
is 4.7 per cent for the electric depart- 
ment and 6.0 per cent for the combined 
utility plant and, on its face, is an in- 
adequate provision to maintain the in- 
tegrity of the investment or does not 
correspond to the depreciation ma- 
terialized in the property. 

Only since January 1, 1938, how- 
ever, has Jersey Central been subject 
to the Board’s requirement that it es- 
tablish and maintain a depreciation 
reserve rather than a reserve to equal- 
ize retirements of its utility plant. 
The inadequacy of the depreciation re- 
serve cannot be charged to any im- 
prudent financial policies or practices 
of the present management of the ap- 
plicant. During the period of control 
by National Public Service Corpora- 
tion (prior to 1933) inadequate provi- 
sion was made for retirements. Since 
the collapse of the holding company, 
the present management has restored 
the damage caused by failure of the 
holding company management ade- 
quately. to provide for retirements. 
Since 1932 the company has retired 
numerous and important items of util- 
ity plant which were worn out in serv- 
ice or which were obsolete. Since 
practically no such property now re- 
mains on the books, the reserve for 


33 PUR(NS) 


depreciation may be expected to in- 
crease in size much more rapidly than 
in the past. No common dividends 


have been paid since March, 1932, and § 


the earnings available for dividends 
have been invested in large part in the 
development of applicant’s property. 
The entire present balance of earned 
surplus is regarded by the Board as 
available to increase the adequacy of 
the depreciation reserve to the extent 
that prudence permits depletion of the 
surplus margin, 


IV. Existing and Proposed 
Capitalization 


The capitalization (including sur- 
plus) of the applicant as at December 
31, 1939, before and after giving ef- 
fect to the proposed financing, is 
shown by Table 1, which assumes that 
the bonds are sold to net the company 
a price of 102. 


The presently outstanding bonds in 
the total principal amount of $42,225,- 
000 were issued under and secured by 
an indenture of mortgage dated Feb- 
ruary 2, 1925, and supplemental in- 
dentures thereto and pursuant to the 
certificates of approval of this Board 
heretofore granted as follows: 


September 15, 1927, Series B .... 
September 6, 1928, Series B 
September 11, 1929, Series B .... 
April 9, 1930, Series B 

March 18, 1931, Series B 

June 17, 1931, Series C 


$2,500,000 
225 


eR 


3,700,000 fe 
32,000,000 F 


$42,225,000 | 


The series B bonds, maturing Au- 4 
gust 1, 1947, bear interest at 5 per | 
cent per annum payable semiannually | 
on February Ist and August Ist and 7 
are subject to redemption call at any | 
time upon thirty days’ notice at 1013, [ 
with accrued interest to the date of re- 7 
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demption. The series C bonds, ma- 
turing on June 1, 1961, bear interest at 
44 per cent per annum payable semi- 
annually on June Ist and December 
1st, and are subject to redemption at 
any time upon thirty days’ notice at 
104, with accrued interest to the date 
of redemption. 

It will be noted that the principal 
amount of bonds will be reduced from 
$42,225,000 to $38,000,000, and after 
giving effect to unamortized debt dis- 
count and expense the net bond cap- 
italization will be decreased from $39,- 
615,266 to $34,360,404 as of Decem- 
ber 31, 1939, on the basis of sale at 
102. The principal amount of total 
debt will be increased from $42,225,- 
000 to $42,730,000, if the bonds are 


sold at 102, or to $43,300,000 if the 
bonds are sold at the minimum price 
of 1004 to the issuer. The net capital- 
ization represented by debt securities 
will be decreased slightly, however, 
from $39,615,266 to $39,090,404, re- 
gardless of whether the sale is at 1004 
or at 102 tothe company. This results 
from the fact that the amount of notes 
proposed to be sold at par will be 
decreased by $190,000 for each one- 
half point increase in the price paid by 
investors for the bonds. 

No other change in the capitaliza- 
tion will result from the proposed fi- 
nancing. Therefore, the changes in 
the proportions of capital represented 
by debt securities, preferred stock, and 
common stock are not significant. 


TABLE 1 
Jersey CENTRAL Power AND LicGHT COMPANY 


Capitalization and Capital Structure As at December 31, 1939 
Before and After Proposed Refunding 


Capitalization 
Funded Debt 
First Mortgage, Series B, 5%, due 8/1/47 


First Mortgage, Series C, 44%, due 6/1/61 .. 


First Mortgage (New) 34%, due 3/1/65 
Total Bond Capitalization 

Less: Net Unamortized Debt Discount and 
Expense (a) 


Net Bond Capitalization 
Serial Notes, 34% 


Net Debt Capitalization 


Cumulative Preferred Stock (at par value) (c) 


7% Series (70,845 shares) 
6% Series (69,623 shares) 
53% Series (78,621 shares) 


Pro Forma 
(Sale at 102(b) ) 
Per Cent 

of Total 


Actual 
Per Cent 
of Total 


Amount Amount 


$10,225,000 


.. 32,000,000 


$38,000,000 
$38,000,000 
3,639,596 


$34,360,404 
4,730,000 


$39,090,404 


$42,225,000 
2,609,734 


$7,084,500 
7,862,100 
$21,908,900 


$7,084,500 
6,962,300 
7,862,100 


$21,908,900 
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Common Stock Equity 
Common Stock, No Par Value 
(Stated Value of 1,053.770 shares) 
Capital Surplus 
Earned Surplus 


Total Capitalization 


$10,537,700 13.8 $10,537,700 
757,924 1.0 757,92 
3,436,948 4.5 3,436,948 
$14,732,572 19.3. $14,732,572 


$76,256,738 100.0 $75,731,876 


(a) The amount of net unamortized debt discount and expense is deducted from total bond 
liability because it does not represent investment capital available as at the date of this pro 


forma statement. 


(b) If the sale were at the minimum price of 1003, the face amount of serial notes would be 
increased to $5,300,000 and the net amount of unamortized debt discount and expense would 
be increased to $4,141,276. Therefore, the net book investment represented by bonds would be 
$33,858,724, or 44.7 per cent of total capitalization, and there would be no other change in 


the pro forma statement. 


(c) After deducting par value of preferred stock reacquired. 


Several other balance sheet changes 
may be noted at this point. Cash as at 
December 31, 1939, would be reduced 
by $789,563, from $1,452.011 to 
$662,448, regardless of the price at 
which the bonds are sold by the com- 
pany. Unamortized debt discount and 
expense on the new bonds would be 
$1,789,862, in addition to $2,609,734 
remaining from the bonds presently 
outstanding, and unamortized pre- 
mium on debt would be $190,000 if 
the sale is at 1004, and $760,000 if the 
sale is at 102. 

[8] The company proposes to ac- 
count for unamortized debt discount 
and expense by amortizing in equal 
annual amounts over the unexpired 
life of the old bonds the amounts re- 
maining on the books at the time of re- 
funding, and amortizing the new debt 
discount and expense in equal annual 
amount over the life of the refunding 
bonds. The Board approves this ac- 
counting treatment as reasonable and 
proper in the circumstances of this 
case. 


V. Reduction of Debt Capitalization 


The applicant proposes to issue and 
sell 34 per cent promissory notes in 
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the total sum of $5,300,000 principal 
amount, less $190,000 for each one- 
half point by which the mortgage 
bonds are sold at a price in excess of 
1004 net, bearing the date March 1, 
1940, and due as to principal in equal 
annual instalments over a period of ten 
years from the date of issue. The an- 
nual payment of principal will be $530,- 
000, and this amount will need to be 
available from income. This pro- 
posed reduction of principal amount 
of debt capitalization by $4,225,000 
at the end of ten years is healthy and 
sound, will improve the capital struc- 
ture of Jersey Central, and will bring 
the amount of debt capital into a more 
appropriate relationship with the earn- 
ing capacity of the utility plant under 
accepted principles of rate making. 


VI. Reduction of Annual Debt 
Capital Requirments 


Table 2 is the annual income state- 
ment for the year ended December 31, 
1939, compared pro forma with the 
income statement which would have 
existed at the end of the year if the 
refunding had been effective. The 
interest savings amount to $435,863 
on the basis of sale of the bonds at 
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1004 net, or $473,437 on the basis of 


sale at 102 net. This is a significant 
reduction from the present interest re- 
quirement of $1,951,250. 

After adjustment for the effect on 
taxes, net income will be increased by 
about $354,700 if the bonds are sold 
at 1004, and by about $391,200 if 102 
is realized and the amount of notes 
correspondingly reduced. If the prin- 
cipal amount of notes issued should be 
$5,300,000, the interest to be paid on 
the notes will be reduced annually by 
$16,562.50 as the result of retirement 
of note principal. With reference to 
the cash basis, including the require- 
ment for payment of note principal, 
if the bonds are sold at 102 net the 
aggregate cash requirements of the 
company for debt service will be prac- 
tically the same as prior to the refund- 
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ing transaction. On the basis of sale 
at 1004, the cash requirement for the 
first year will be greater by $74,375 
and will decrease from this amount by 
$16,562.50 annually for ten years. 
Regardless of the price obtained for 
the bonds or the principal amount of 
the promissory note issue, the annual 
cash requirement after the tenth year 
will be $621,250 less than for 1939. 

On the basis of sale of the 34 per 
cent mortgage bonds at a price of 1004 
to the company, the effective cost rate 
to maturity would be 4.22 per cent and 
the effective cost rate for the total 
capital contributed by the bond and 
note holders would be 4.07 per cent. 
This represents a substantial decrease 
from the effective cost rate to maturity 
of 5.37 per cent experienced for the 
series B and C bonds now outstanding. 


TABLE 2 
Jersey CENTRAL Power & Licut CoMPANY 


Comparative Income Statement before and after Proposed Refinancing 
Year Ended December 31, 1939 


Operating Revenues 
Operating Revenue Deductions: 


BXDGMGES To ccuceececcaenosenmeee cocsiocenes 


Depreciation 


Operating Income 
Other Income 


Gross Income 


Income Deductions : 
Interest on Long Term Debt 


Interest on Serial Notes ........... seeeees 
Amortization of Debt Discount and Expense .. 


Amortization of Premium on Debt 
Taxes Accrued on Interest 

Other Interest Charges 

Interest Charge to Construction 
Miscellaneous Income Deductions 


Net Income 


Pro Forma (Sale at 102) 
Adjustments Amounts 


$12,253,846 


Actual 
$12,253,846 


«» $5,119,660 
1,064,077 
1,656,264 


$7,840,001 


$4,413,845 
(20,537) 


$4,393,308 


$5,119,660 
1,064,077 
1,738,823 


$7,922,560 
$4,331,286 
(20,537) 


$4,310,749 


$82,559* 


$1,951,250 
142,534 
41,500 
18,019 
(9,026) 
13,187 
$2,157,464 


$2,235,844 


($621,250) 
147,813 
71,594 
(30,400) 
(41,500) 


$1,330,000 
147,813 
214,129 
(30,400) 


($473,742) 
$391,183 


$1,683,722 
$2,627,027 


*Increase in tax estimated as equivalent to 18% of decrease in total amount of Income 


Deductions. 
() Credit. 
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VIII, Provisions of the Proposed 
Indenture of Mortgage 


The proposed bonds will be issued 
under and secured by a new indenture 
of mortgage to be executed by the 
company to City Bank Farmers Trust 
Company, as trustee, to be dated 
March 1, 1940. The indenture is to 
constitute a first mortgage lien upon 
substantially all real and fixed prop- 
erty presently owned by the applicant 
and is further to constitute a direct 
mortgage lien upon all after acquired 
property. Also, all outstanding securi- 
ties of Lakewood Water Company will 
be pledged. 

The new indenture provides for an 
initial issue of $38,000,000 principal 
amount of first mortgage bonds and 
permits additional bonds _ secured 
thereby to be issued from time to time 
subject to the approval of regulatory 
authority as required by law. These 
additional bonds may be issued in prin- 
cipal amount equal to (1) 70 per cent 
of net bondable value of property ad- 
ditions after July 31, 1939 (provided 
that if such additions are subject to 
a prior lien, the amount of prior liens 
is to be deducted from bonds otherwise 
issuable); (2) bonds or prior lien 
bonds retired or to be retired; (3) 
cash deposited with the trustee; but 
in (1) and (3) above, only if net earn- 
ings as defined for twelve consecutive 
months within fifteen calendar months 
preceding equal 24 times annual inter- 
est on all outstanding debt of equal 
or prior rank, including the additional 
issue. 

The draft of the first supplemental 
indenture dated March 1, 1940, pro- 
vides that so long as any bonds of the 
1965 series are outstanding, the com- 


pany will make expenditures for main- 
tenance plus expenditures for renewals 
in an amount at least equal to the great- 
er of (1) 163 per cent of gross elec- 
tric operating revenue plus 15 per cent 
of all other gross operating revenue as 
provided, or (2) $2,000,000; which 
percentages and amounts are subject 
to adjustments as provided. 

The tentative supplemental inden- 
ture further provides that beginning 
March 1, 1951, there shall be set aside 
annually in an improvement fund | 
per cent of the aggregate principal 
amount of all bonds of the 1965 series 
outstanding at any one time during the 
year. It was testified at the hearing 
before the Board that consideration 
is being given to substitution of a sink- 
ing fund for the improvement fund. 
The representative of the principal un- 
derwriter expressed the opinion that 
a sinking fund which would actively 
reduce the amount of mortgage bonds 
from the eleventh to the twenty-fifth 
year of their life would be viewed by 
prospective purchasers of the bonds as 
advantageous. 


The company has agreed in the sup- 
plemental indenture that it will not, 
after December 31, 1939, pay divi- 
dends on common stock (other than in 
shares of common) or make any other 
distribution on capital stock or pur- 
chase or redeem capital stock in an 
amount in excess of 66% per cent of 
earned surplus until there has been 
added to earned surplus as of Decem- 
ber 31, 1939, an amount equal to all 
appropriations from earned surplus 
to depreciation or retirement reserve 
during the year ended December 3], 
1940, and none thereafter if, as a re- 
sult thereof, the accumulated aggre- 
gate amount of such dividends, dis- 
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bursements and redemptions since De- 
cember 31, 1939, exceeds the earned 
surplus accumulated subsequent to De- 
cember 31, 1939, as provided. 


VII. Reasonableness of the 
Security Prices 


[9, 10] The applicant conformed to 
the Board’s procedural requirement 
that it furnish affirmative proof of the 
reasonableness of the prices at which 
the securities are proposed to be sold 
and of the commissions proposed to be 
paid and that presentation of merely 
opinion testimony unsupported by ob- 
jective data and without establishing 
the basis for such subjective opinion 
should not be regarded as affirmative 
proof. 

The 34 per cent bonds are proposed 
to be sold publicly at a minimum price 
of 1024, representing a yield to ma- 
turity of 3.35 per cent or at a more 
probable price of 104, representing a 
yield of 3.26 per cent. The minimum 
price to the public of 1024 was fixed 
in the application in view of the length 
of time likely to be required for the 
proceeding and the uncertainty as to 
the fluctuations of the bond market in 
the meanwhile. 

Mr. George D. Woods, vice presi- 
dent and director of the The First 
Boston Corporation, the principal un- 
derwriter, testified on behalf of the 
company that the tentative price of 
1003 net is “an absolute minimum” 
which the applicant might expect to 
realize on the basis of market condi- 
tions then existing, when it is in a 
position actually to sell the bonds. 
The witness further testified that, in 
his opinion, if the applicant could com- 
plete the transaction within a very few 
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days the bonds would sell to yield 102 
to the company. 

Mr. Woods testified in regard to 
yield at current market prices, call 
prices, times interest requirements 
earned, the provisions for maintenance 
and depreciation, the capital structures 
and other factors influencing investor 
appraisals of 20 public utility operat- 
ing company bonds which he consid- 
ered comparable to the proposed first 
mortgage bonds of Jersey Central. 

Mr. William C. Gilman, financial 
consultant and partner in the firm of 
Gilman and Hickey, also testified on 
behalf of the applicant as to the rea- 
sonableness of the proposed price. 
This witness said that neither he nor 
his firm has any affiliation or business 
connection with The First Boston Cor- 
poration. Mr. Gilman was of the 
opinion that a price of 1024 is the 
price which the public would be willing 
to pay for the proposed bonds and that 
1004 net to the company is a fair price. 

In support of this opinion Mr. Gil- 
man stated that he had studied the ap- 
plicant’s annual reports, registration 
statement, and prospectus submitted 
to the Securities and Exchange Com- 
mission, and the proposed indenture of 
mortgage; that he had collected data 
of a financial and statistical nature 
bearing on the credit position of the 
applicant, had obtained the opinions of 
rating agencies, had analyzed the pres- 
ent holdings of the bonds and had ob- 
tained by personal inspection and from 
other sources information as to the 
business, property, and operations of 
the company. He presented testimony 
in regard to the general trend of the 
yields on utility company bonds during 
recent years and submitted a tabula- 
tion, similar to that submitted by Mr. 
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Woods, showing yield to maturity at 
current market prices of 22 recently 
issued utility operating company bonds 
which the witness considered compa- 
rable to the proposed Jersey Central 
bond. It is of interest that twelve 
particular bonds appear in each of 
these two studies by different wit- 
nesses. 

As a continuation of the study, the 
witness made an analysis of the inden- 
ture provisions for each of the 22 
bonds, particularly the provisions gov- 
erning sinking funds, maintenance 
and retirements, issuance of additional 
bonds, and dividend restrictions. 

The Board finds this testimony as to 
the price which the public probably 
would be willing to pay currently for 
the proposed mortgage bonds to be 
reasonably convincing. 


It appears that while Mr. Gilman in- 


dicated that he did not rely on ratings 
in formulating his opinion, he used 
ratings as a “sort of mechanical sieve” 
to select those bonds which he consid- 
ered as comparable with the proposed 
Jersey Central bonds, which carry a 
provisional “A” rating. All his 22 
comparable bonds are rated “A” by 
Moody’s except 6, which are rated 
“Baa.” It is possible that the “A” 
rating is not a precise measure of in- 
vestor appraisal of the Jersey Central 
bonds, as indicated by the fact that 
from 1931 to 1935 yield at market 
prices of the outstanding Jersey Cent- 
ral bonds fluctuated intermediately be- 
tween Moody’s indices of yields on 
“A” and “AA” bonds. In 1935 the 
market prices of each of the two series 
of Jersey Central bonds went above 
the call prices and ceased to be a meas- 
ure of investor opinion of the invest- 
ment quality of these bonds. 
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Mr. Gilman expressed the opinion 
that times interest requirements earned 
is one of the most significant factor; 
in influencing investor appraisal. On 
the basis of 1939 operating results, the 
interest requirement of the proposed 
34 per cent bonds was earned 3.3 times 
after depreciation and the witness con- 
sidered this earnings position in ar- 
riving at his opinion as to reasonable. 
ness of the tentative price. He did 
not, apparently, attach any particular 
importance to the proceeding now in 
progress in regard to the reasonable- 
ness of the Jersey Central electric rates 
and the effect of possible rate reduc. 
tions on times requirements earned. 


The study presented by Mr. Wood 
shows that for 1938 the average rev- 
enue per kilowatt hour for residential 
electric sales was 6.34 cents in the case 
of Jersey Central and that the next 
highest average among the 20 com- 
parable companies was 5.48 cents. 
Although the presence of a consider- 
able proportion of seasonal business 
partially explains the relatively high 
charges for residential service in the 
Jersey Central territory, such a rate 
comparison commonly is regarded by 
investors as disadvantageous rather 
than favorable. The Board is of the 
opinion that the market for residen- 
tial electric service in the territory of 
this company is of such a character 
that decreases in net operating income, 
resulting from possible rate reductions 
will be recovered within a brief period 
of time. It probably is correct to con- 
clude that such rate reductions would 
not have an adverse effect on the price 
which investors would be willing to 
pay for the bonds. 

The 34 per cent promissory notes 
are proposed to be- sold to Central 
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Hanover Bank and Trust Company at 
a price of 100 to the issuer. Mr. Gil- 
man testified in regard to the prices to 
the public or to commercial banks, and 
the net prices realized, from the is- 
suance during the recent past of short- 
term securities by public utilities gen- 
erally comparable to Jersey Central. 
The rates of cost to the issuers were 
found to vary substantially, from a 
minimum of 2.65 per cent to a maxi- 
mum of 4.06 per cent. The witness 
was of the opinion that the negotiated 
rate of 34 per cent is fair and reason- 
able. 


IX. Reasonableness of the Under- 
writer’s Fee and the Expenses 


[11] The Board also required evi- 
dence as to the reasonableness of the 
proposed spread of 2 per cent between 
the price to the company and the 


price at which the bonds are to be 


sold to the public. The testimony in 
regard to this question was merely to 
the effect that a commission equivalent 
to 2 per cent has been customary in 
the case of bonds of this general 
quality. 

The Board concludes that under the 
specific circumstances presented by the 
evidence in this case the proposed 
spread of 2 per cent is reasonable. In 
arriving at this conclusion, the Board 
recognizes various considerations, in- 
cluding continuation of the negotia- 
tions over a considerable period of 
time, the frequent revision of the re- 
financing proposal, the fact that the 
principal underwriter has been of ma- 
terial assistance to the company in de- 
veloping the present relatively desir- 
able plan and the remaining uncertain- 
ty as to when the bonds actually may 
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be sold. In the case of 173 bond 


financing transactions involving pub- 
lic sale during the five years ended 
with 1939, for which the prices to 
the underwriter and to the public are 
available to the Board, the spread was 
2 per cent in a majority of instances. 
In fifteen instances the commission 
was less than 2 per cent, but in these 
instances the bonds had been assigned 
a higher rating as to quality and in 
thirteen of the fifteen instances the is- 
suing company was a New England 
public utility. 

The First Boston Corporation is the 
principal underwriter and representa- 
tive of the 56 investment banking 
firms who have indicated their inter- 
est in participating in the underwrit- 
ing. The spread of 2 per cent covers 
the commissions to be received by the 
bond dealers, compensation for the 
managers of the selling group and the 
underwriting group, reimbursement 
for the advertising and miscellaneous 
expenses incurred, and compensation 
for the commitment and risk involved 
in assuming the underwriting func- 
tion. 

The applicant estimates at $168,320 
the expenses which it will incur in con- 
nection with the refinancing transac- 
tion, of which amount $68,320 had 
been expended up to March 1, 1940. 
It is understood that this amount of 
expense includes some accounting and 
legal expense which is in the nature 
of joint cost and might be allocated 
in part to other proceedings or general 
corporate purposes if a basis could be 
found for such allocation. The record 
does not indicate that the estimated ex- 
pense amounting to $168,320 is unrea- 
sonable. 
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X. Conclusions 


The proposed issuance of 34 per 
cent first mortgage bonds in the prin- 
cipal amount of $38,000,000 and the 
execution and delivery of a 34 per cent 
promissory note or notes in the total 
sum of $5,300,000 or less, payable as 
to principal in equal annual instalments 
over a period of ten years, is found to 
be in accordance with law, and the 
purposes of such issuance of securities 
by Jersey Central are approved by the 
Board. The Board therefore finds 
and determines that the refunding of 
the applicant’s outstanding first mort- 
gage gold bonds should be approved 
and authorized for the reasons that: 

1. The redemption and refunding of 
the old bonds and the terms and con- 
ditions of the securities proposed to 
be issued are appropriate in the public 
interest in view of the effect upon (a) 
the capitalization represented by out- 
standing securities, (b) the annual re- 
turn required for support of the debt 
capital, and (c) the cost of additional 
capital which may be required for fu- 
ture extensions and improvements. 

2. The price of 102 net to the ap- 
plicant, which it was testified could be 
realized if the applicant had the neces- 
sary approvals of this Board and the 
Securities and Exchange Commission, 
and the bonds could be sold within a 
few days from the hearing date hereof, 
is found to be reasonable and fair to 
the company with reference to the 
prices of comparable securities in the 
current bond market. The price at 
which the 34 per cent promissory notes 
are proposed to be sold is fair to the 
company. 

3. The Board also finds that the 
underwriting commission and the esti- 
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mated expenses expected to be in. 
curred by the company are reason. 
able. 

The testimony shows that applicant 
has filed a registration statement with 
the Securities and Exchange Commis. 
sion, as required by law, to enable it 
to issue the proposed new financing for 
the same purposes as herein stated, and 
that the applicant also is awaiting de- 
cision by the Securities and Exchange 
Commission of its application before 
that Commission for exemption under 
the Holding Company Act of 1935. 
In view of the pendency of such pro- 
ceedings and the uncertainty as to the 
definite date upon which the pro- 
posed securities can be issued and 
sold, and the uncertainties as to the 
exact price which the applicant will 
be able to obtain for its securities at 
such time as they can be sold, the 
Board will retain jurisdiction in the 
matter and will withhold its formal 
certificate of approval in this pro- 
ceeding until such time as the ap- 
plicant has completed its proceedings 
before the Securities and Exchange 
Commission and is in a position to de- 
termine a date for the offering to the 
public of the hereinabove described se- 
curities. 


Upon the fixing of such a date, if 
within six months from the date here- 
of, the applicant may, upon short no- 
tice apply to this Board for its certifi- 
cate of approval and this Board will 
issue its certificate of approval of the 
application as amended, based upon the 
record already presented, provided that 
the applicant shall supplement this rec- 
ord by written evidence which in the 
opinion of the Board shall establish 
that the price to be received for the 
bonds and the face amount and terms 
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be in- f of the notes to be issued are fair and cation to and approval of this Board. 
‘eason- J reasonable as of such offering date. 3. That the certificate of approval 
The Board finds it necessary and _ to be issued by this Board shall not be 
plicant J appropriate in the public interest that construed as fixing for any purposes 
it with I its certificate of approval, if issued as whatsoever, directly or indirectly, any 
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ng de- of applicant’s reserve for depreciation, plicant, nor as approving the account- 
change and, upon completion of the studies ing methods or expenditures repre- 
before [and filing of the report required by the sented by such books and accounts. 
under Board’s order dated November 10, 4. That the certificate of approval 
1935, 1937, will take such action in the mat- to be issued by this Board shall not 
h pro- J ter as the facts and circumstances may _ be construed as a certification that se- 
to the require. curities of the applicant which may be 
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[F. C No. 1136.] 
ite, if Rates, § 619 — Water — Hydrant rental — Decreased industrial service. 
here- 1. It would be unfair to compel the taxpayers to make up by way of in- 
‘t no- creased hydrant rentals the entire loss of revenue suffered by a water 
ertifi- company by reason of the industrials reducing their payment for water 
. wil service, where substantial sums of money have been invested to supply 
f the those industries, p. 226. 
ntl Revenues, § 2 — Estimates for future — Past averages — Trends. 
1 that 2. Averages of revenues over a period of years during which there has been 
an upward trend should not be given undue weight in a forecast of the fu- 
adhinedd ture, p. 227. 
phe Depreciation, § 11 — Purpose of charge — Loss in service value. 


3. The purpose of a depreciation charge, as applied to depreciable operat- 
ing property, is to provide for the loss in service value not restored by 
current repairs incurred in connection with the consumption or prospective 
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retirement of operating property for causes inherent in current operations 
against which the company is not protected by insurance, p. 228. 
Depreciation, § 1 — Service value defined. 


4. Service value, as used in connection with a depreciation charge to provide 
for the loss in service value, is the difference between the book cost and 


the net salvage value, p. 228. 


Accounting, § 8 — Book cost — Basis of charges. 
5. The basis of charges to book cost is the reasonable and_ necessary 
cost of property constructed or installed and the original cost of operating 
property acquired from a predecessor public utility, p. 228. 
Depreciation, § 35 — Duty of public utility — Long life unit. 
6. A public utility with property made up of long life units has the duty to 
provide for the loss in service value and retirements of the future, p. 228, 
Valuation, § 48 — Method of computing — Additions to earlier rate base. 
7. A method of computing the present rate base of a public utility is to add 
to the rate base as determined at a prior hearing the net additions to the 
operating property to the date of the present hearing, p. 229. 
Valuation, § 104 — Accrued depreciation — Additions to reserve. 
8. A fair measure of depreciation would be the increase in the depreciation 
reserve during the period since the rate base was last determined to the 
present time on the basis of the credits actually made by the public utility, 
through charges to expenses, less the retirements actually made, p. 229. 
Depreciation, § 26 — Effect of method adopted. 
9. A public utility having adopted a certain figure for depreciation must 
take the result that figure produces, p. 229. 
Valuation, § 406 — Doctrine of judicial notice — Increased costs. 
10. The Commission will not increase a rate base by reason of the doctrine 
of judicial notice, as applied to increased costs, p. 230. 


Valuation, § 38 — Rate base determination — Amounts paid for stock — Repro- 


duction cost basis. 


11. Whether money was paid for a public utility’s common stock is ir- 
relevant, where the procedure of determining a rate base was based original- 
ly on a reproduction value less depreciation, although such question would 
become material in a case involving historical cost, original cost, or prudent 


investment, p. 231. 


[January 30, 1940.] 


ee by water company for authority to increase rates; 
petition denied. 


APPEARANCES: Alan L. Bird, 
Rockland, for the company; Z. M. 
Dwinal, Camden, for town of Cam- 
den ; Stuart C. Burgess, Rockland, for 
city of Rockland and town of Thom- 
aston; A. B. Gillmor, Camden, for 
town of Rockport. 
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By the Commission: Camden and 
Rockland Water Company filed peti- 
tion with this Commission, setting 
forth that it is a public utility, and con- 
veys to and supplies the towns of Cam- 
den, Rockport, Thomaston, Owl’s 
Head, and the city of Rockland, with 
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water for domestic, industrial, and 
municipal purposes. Its petition 
showed various schedules and data, 
the purport of which was to the effect 
that by reason of increases in local 
taxes since the last decree of this Com- 
mission, which was dated September 
10, 1930 (F. C. No. 841), it was not 
obtaining the necessary revenue to earn 
a fair return upon the fair value of its 
property; and prayed that the sched- 
ules of rates now on file with the Com- 
mission be adjudged to be unlawful 
and discriminatory and that there be 
adopted in place thereof such other 
reasonable rates as the Commission 
might deem just in the premises; and 
that the Commission would make pro- 
vision for it to obtain additional reve- 
nue necessary for it to meet the con- 
stant increase in its operating expen- 
ses, including the expense due to the 
increase in taxes. The immediate oc- 
casion for the filing of the petition 
was an increase in the 1939 municipal 


}tax of the company to the city of Rock- 


land in the amount of $1,200. 

In 1928, 1929 the company had a 
rather complete rate case before the 
Commission, upon which decree was 
rendered June 26, 1929, being F.C. 
Subse- 
quent to that decision, the company 
appeared before the Commission in 
F.C. No. 841 and asked for addition- 
al revenue to meet increased expenses 
of the company occasioned by addi- 


Htional local taxes imposed since the 


decree in No. 781, supra, and the Com- 
mission ordered an increase in hydrant 
rental to meet the increased taxes, it 
being estimated that the increase in 
hydrant rental would produce $5,400 
additional revenue, but according to 
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the returns of the company the actual 
increase was $5,100. 


In 1930, the tax assessments paid 
by the company were as follows: 
Rockland, $6,940.25; Rockport, $8,- 
493.70; Camden, $3,554.70; Thomas- 
ton, $2,224.20; Hope, $4.80; Owl’s 
Head, $48; total, $21,265.65. 

The situation with respect to the 
municipal taxes since 1930, including 
all the foregoing towns, is as follows: 


$22,665.97 
23,012.64 
23,436.50 
24,464.54 


Outside of the $1,200 increase oc- 
casioned by the city of Rockland in 
1939, the increase or decrease in any 
of the towns involved seems to have 
been brought about by a change in the 
tax rate, rather than a change in the 
valuation. 

The present petition sets forth that 
on January 31, 1929, at the hearing 
in F.C. No. 781, an item for taxes in 
the amount of $20,360 was estimated 
as required by the company, and al- 
lowed by the Commission in its com- 
putation of expenses of the company 
which must be provided for by reve- 
nues. The actual taxes in 1928 were 
$17,881.43. Of this amount, the to- 
tal town taxes were $14,430.83, leav- 
ing for other taxes,—income, social 
security, franchise, etc.—$3,450.60. 
The result was that when the Commis- 
sion allowed $20,360 for annual tax 
expense, that sum was $2,478.57 in 
excess of the 1928 figures. The actu- 
al figures as to all taxes paid by the 
company are as follows: 


Anticipated—1928 
F.C. No. 781 


$20,360.00 


Town Other Taxes 
$14,330.83 $6,029.17 
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Under F. C. No. 841, $5,100 more 
revenues were provided to meet taxes, 
so that $20,360 became $25,460 after 
September, 1930. 


Actual 
Town 


$21,265.65 
22,301.25 
22,050.19 
21,201.00 
21,441.84 
22,838.10 
22,665.97 
23,012.64 
23,436.50 
24,464.54 


Actual 
Other Taxes 


$4,040.29 
4,712.51 
4,336.48 
5,492.63 
4,458.01 
2,873.15 
3,331.00 
3,782.58 
5,239.88 
4,750.47 


Actual Total 
1930 $25,305.94 
1931 27,013.76 
1932 26,386.67 
1933 26,693.63 
1934 25,899.85 
25:711.25 
25,996.97 
26,795.22 
28,676.38 
29,215.01 


1938 
1939 

These figures reveal the effect of all 
taxes upon the company. For in- 
stance, in 1935, the town taxes had in- 
creased over the anticipated figure of 
$14,330.83 to $22,838.10, an increase 
of $8,507.27, but the other taxes had 
decreased from the anticipated figure 
of $6,029.17 to $2,873.15—a decrease 
of $3,156.02. 


Therefore, in 1935, the company 
was not $8,507.27 short in revenue, 
but, so far as taxes were concerned, 
the sum of $251.25. Under F. C. No. 
781, revenues for purpose of meeting 
taxes were $20,360; under F.C. No. 


841, $5,100 more. Total, $25,460 in 
1935. We mention this fact, not to 
show that taxes have not increased, 
for they have, but they have been par- 
tially taken care of by reason of 
the allowance of $20,360 in F.C. 
No. 781, which covered both town tax- 
es and all other taxes, and the latter 
have never reached the amount allowed 
therefor in that case. Also, the com- 
pany got an increase of $5,100 annu- 
ally from hydrant rental by reason of 
the decision in F.C. No. 841, Sep- 
tember 10, 1930, which was predicat- 
ed on increased taxes. One should 
compare the total taxes with the total 
revenues allowed to care for taxes. 
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It would, therefore, seem reasop. 
able to the Commission, in view of th 
figures presented (local, state, an 
Federal taxes), that in its present con. 
sideration of the needed revenues 
the company, an allowance should 
made to take care of all taxes in th 
sum of $30,000. 

Under F.C. No. 781, supra, and th 
new rates established thereby, “con. 
mercial sales” (householders in ger. 
eral) were estimated to produce $93. 
883.20. Actually, the rates have pro. 
duced figures as follows: 


$98,066.63 
98,042.87 
99,234.74 
94,871.99 
95,287.33 


On the other hand, industrial sale 
were estimated, under the rates estab 
lished, to produce $24,208.80. Actu 
ally, there was produced annually « 
follows: 


[1] It is in the loss of revenue due ti 
falling off of sales to industrials tha 
the chief loss of anticipated revent 
has occurred. Had these revenue 
stayed up to the estimated figure, tht 
tax question would probably not have 
arisen at this time. At least, it woull 
not be a serious problem. 

We think it is obvious where, as i 
this case, substantial sums of mone) 
have been invested at least in part ti 
supply a certain industry or industries 
like the Portland Lawrence Cemet! 
Company, it would be unfair to cot 
pel the taxpayers to make up, by wa 
of increased hydrant rental, the enti 
loss of revenue suffered by the watt! 
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company by reason of the industrials 
reducing their payment for water serv- 
ice. From the low of 1933, the in- 
crease in industrial revenues has been 
gradual but steady, reflecting an im- 
provement in business conditions in 
the territory served by the company. 

In estimating the 1939 revenues, 
the company feels that it will get $1,- 
100 less from this source than in 1938. 
In other words, business seems to be 
less favorable, and the trend begun in 
1934 has turned the other way. In 
fact, the company’s estimate of reve- 
nues from domestic users is $1,500 
less for 1939 than it actually was in 
1938. However, considering all 
sources of revenue, the company feels 
that the figure for 1939 will be only 
$245 less than the actual figure for 
1938. 

[2] The company estimated total 
1939 revenues at $137,642.12. For 
the last few years they have been as 
follows: [Table omitted. ] 

This gives a 10-year average of 
$135,364.98; a 5-year average of 
$135,732.72. There has been an up- 
ward trend since 1933, and averages 
over a period of years should not be 
given undue weight in a forecast of 
the future. We believe in a test of the 
adequacy of present rates the sum of 
$137,500 should be adopted as a prob- 
able revenue. 


Operating and Maintenance 


Using this term in its general sense, 
the following is a tabulation of oper- 
ating and maintenance expense of the 
company from 1929 to 1939: 


. ee $26,203.60 
BOGOT csc 27,505.71 
1931 


$28,122.07 


29,490.68 
30,274.50 
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The last figure (1939) includes 
$1,000 for “Regulatory Commission 
Expenses.” This, we hope, is not a 
recurring figure, but one which, when 
paid, will vanish as an item of future 
expense. The 10-year average of the 
operating and maintenance expense is 
$28,000. During the last five years, 
it has exceeded that figure. The com- 
pany had 4,616 customers in 1929 and 
4,606 in 1938. 

In its estimate of expense for 1939 
some figures of the items involved were 
more and some were less than in 1938. 
The total difference was $783, all of 
which, and more, is accounted for in 
the $1,000 to which reference has been 
made. It would seem to the Commis- 
sion that a figure of $29,500 for oper- 
ating and maintenance expense would 
be adequate. 


Depreciation 


According to the report of the com- 
pany for the year 1938, annual depre- 
ciation charges are computed at the 
rate of 3 of 1 per cent of the fixed 
operating property account and at the 
same rate on the cost of the Rockland 
Water Company carried in utility 
property purchased. 

Apparently the charges have been 
on approximately this same basis for 
a number of years. The charges for 
the five years ended with 1938 were: 

$13,145.88 1935 $12,887.03 
13,059.46 1934 12,811.44 
12,966.18 

The increases are explained by the 
increase in property investment from 
year to year. 

In petitioner’s Exhibit No. 4 are 
set forth amounts for depreciation 
over the 10-year period on a so-called 
accrual basis which total to $102,- 
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879.19. These amounts, computed at 
the same rate of ? of 1 per cent from 
a lower base in 1929, but on gross ad- 
ditions, were less than the actual charg- 
es during the period, $127,347.05, by 
$24,467.86. 

The annual charge for the cost of 
Rockland Water Company, carried in 
Utility Property Purchased and being 
written off each year, has been ap- 
proximately $1,470, beginning with 
the year 1922. 

The amount for this cost, first ap- 
pearing in Fixed Capital Assets in 
1921, was $193,084.17. The balance 
remaining as of December 31, 1938, 
after seventeen years of write-off, was 
$168,031.18. There is nothing in the 
record indicating what this cost rep- 
resented in the purchase of the Rock- 
land Water Company, in a transaction 
which occurred in 1895. The manner 
of handling would appear to indicate 
that the amounts being written off do 
not represent cost of property now 
used and useful in rendering service 
to the present customers. While the 
rate of 3? of 1 per cent for com- 
puting annual depreciation charges 
may not be unreasonable for a wa- 
ter company property similar to 
that of this company, there may be 
some question about the base to which 
it is applied. This Commission in its 
decision in F.C. No. 781, PUR1929E 
325, 331, stated with reference to the 
book Fixed Capital of $1,604,979.52 
at December 31, 1928: 

“This sum is considerably in excess 
of any inventories and appraisals made 
in this case and is evidently much 
greater than the actual cost of the com- 
pany’s plant. This fixed capital ac- 
count does not, therefore, afford much 
assistance to the Commission in its 
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efforts to determine the present ‘fair 
value’ of the company’s property on 
which to base rates.” ; 

[3-6] As defined by this Commis. 
sion in its Uniform Classification of 
Accounts, the purpose of a deprecia. 
tion charge, as applied to depreciable 
operating property, is to provide for 
the loss in service value not restored 
by current repairs incurred in connec’ 
tion with the consumption or prospec. 
tive retirement of operating property 
from causes inherent in current opera! 
tions against which the company is no 
protected by insurance. Service valu’ 
is further defined as the difference be 
tween the book cost and the net sal. 
vage value and the basis of charges ty 
book cost are specified as the reason 
able and necessary cost of property 
constructed or installed by the account 
ing company and the original cost 0 
operating property acquired from : 
predecessor public utility. 

The depreciation reserve balance 0 
$120,999.39 at December 31, 1938 
is not found excessive on any basis oii 
property cost or value presented. Thi 
increase of $60,688.97 in the reserve 
during the 10-year period indicates: 
provision by the company in excess o/ 
the immediate need for retirements 
yet with a property made up of long 
life units it is the duty of the company 
to provide for the loss in service valut 
and retirements of the future. 

From a consideration of all of the 
factors, we conclude that an annul 
depreciation charge of $13,000 is suf: 
ficient for the purpose of testing the 
adequacy of the present rates of the 
company. 


Uncollectible Revenues 


The reports of the company do no 
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show charges for uncollectible bills. 
xhibit No. 1 and testimony show an 
bnnual amount of $300 now being set 
pasa reserve for uncollectibles. This 
seems to be a reasonable amount. 


Rate Base 


This Commission, in its decision in 
_C. No. 781, supra, PUR1929E at 
». 338, found the “fair value” of the 
amden and Rockland Water Com- 
pany’s property for rate-making pur- 
poses, as Of December 31, 1928, aft- 
pr a consideration of the elements con- 
ained in the appraisals presented and 


Present fair value for rate-mak- 
ing purpose of the company’s 
property used and useful in the 
public service 
Working capital 


$1,183,148.26 
25,000.00 
60,000.00 

$1,268,148.26” 

This figure was arrived at by the 
eproduction cost new less deprecia- 
ion method. Original cost or histori- 
mral cost figures did not appear avail- 
able. The so-called investment figure 
eflected by outstanding stocks and 
bonds was way out of line. 

In a later decision, F.C. No. 972, 
lated January 18, 1935, the Commis- 
sion, in commenting on the rate base 
is previously found, stated relative to 
he item of going value: 

“It is fair to say, nevertheless, that 
f these proceedings were to be con- 
sidered wholly in the nature of a re- 
iew of the cases heard in 1929 and 
930 and an entirely new rate base 
were to be established, we would not 
at this time include in the rate base a 
separate sum for going value.” 


“The result would not be material- 
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ly affected, however, even if we should 
reduce the rate base in this case by 
$60,000, since from the figures already 
shown and analyzed it may be seen 
that a reduction of this amount would 
not vary the rate of return more than 
two-tenths of 1 per cent, which would 
hardly be appreciable ; Ps 

Conditions are very much the same 
in the present case, in that all factors 
are not available for establishing an 
entirely new rate base and the result 
would not be materially affected if we 
should reduce the rate base in this case 
by $60,000. 

The company presented a set-up in 
its Exhibit No. 4 of the rate base es- 
tablished by F.C. No. 781, projected 
to January 1, 1939, by using gross ad- 
ditions to operating property and de- 
ducting depreciation on the accrual 
basis at the rate of # of 1 per cent an- 
nually. The resulting figure is $1,- 
366,584.83. 

[7-9] Another method of comput- 
ing the present rate base, and which 
seems better to reflect the actual situa- 
tion with this company, is to add to 
the rate base of December 31, 1928 
($1,268,148.26) the net additions to 
the operating property to the date of 
hearing ($132,353.54). One fair 
measure of depreciation in the present 
case would be the increase in the de- 
preciation reserve during this 10-year 
period on the basis of the credits actu- 
ally made by the company, through 
charges to expenses, less the require- 
ments actually made. This amount is 
—$60,688.97. Therefore— 


Rate Base, December 31, 1928 .. $1,268,148.26 
Plus net additions to date 132,353.54 


$1,400,501.80 

Less depreciation accrued 60,688.97 
$1,339,812.83 
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In discussing depreciation, Chief 
Justice Hughes in Lindheimer v. IIli- 
nois Bell Teleph. Co. (1934) 292 US 
151, 78 Led 1182, 3 PUR(NS) 337, 
348, 54 S Ct 658, 665, said: 


“If the predictions of service life 
were entirely accurate and retirements 
were made when and as these predic- 
tions were precisely fulfilled, the de- 
preciation reserve would represent the 
consumption of capital, on a cost ba- 
sis, according to the method which 
spreads that loss over the respective 
service periods. But if the amounts 
charged to operating expenses and 
credited to the account for deprecia- 
tion reserve are excessive, to that ex- 
tent subscribers for the telephone serv- 
ice are required to provide, in effect, 
capital contributions, not to make good 
losses incurred by the utility in the 
service rendered and thus to keep its 
investment unimpaired, but to secure 
additional plant and equipment upon 
which the utility expects a return.” 

It is impossible for any utility to 
compute its depreciation with the 
mathematical accuracy described by 
Justice Hughes. There are variables 
of judgments applied to variable facts 
defying arithmetical precision. If 
human errors are corrected by the 
method of applying known facts to 
man’s prior judgment or opinion, there 
should be little cause for complaint. 


The method we have adopted seems 
to us to properly care for the company 
on the one hand and the consumer on 
the other. It has a very definite tend- 
ency to keep in line the revenues that 
must be provided for a successful op- 
eration of the utility and prevents the 
customer from being penalized for er- 
rors in judgment for which no par- 
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ticular blame can be attached to am 
one. 

Weare dealing under Chap. 62, $1 
(1930 Rev. Stat.), with the fair val 
for rate-making purposes. As wa 
said in Los Angeles Gas & E. Conf 
v. California R. Commission, 2% 
US 287, 77 L ed 1180, PUR1933— 
229, 240, 53 S Ct 637, 644: 

“This court has repeatedly held tha 
the basis of calculation is the fair va. 
ue of the property; that is, that wh: 
the complainant is entitled to deman( 
in order that it may have ‘just cor 
pensation’ is ‘a fair return upon th 
reasonable value of the property at thi 
time it is being used for the public 
In determining that basis the criteri 
at hand for ascertaining market valu, 
or what is called exchange value, ar 
not commonly available. The prope: 
ty is not ordinarily the subject of bar 
ter and sale, and, when rates them 
selves are in dispute, earnings produce! 
by rates do not afford a standard for 
decision. The value of the property, 
or rate base, must be determined wu 
der these inescapable limitations.” 

So if the company takes a depreci 
tion which is in excess of its require 
ments and is a continually mounting 
fund, we do not feel that it lies in th 
company’s mouth to take it on the ont 
hand and deny its existence on the oth 
er. If the company insists on a cet 
tain figure for depreciation, they mus 
take the result those figures produce. 

[10] The company suggests tht 
Commission increase the rate bas 
by 12 per cent by reason of th 
doctrine of judicial notice. It cite 
Banton v. Belt Line R. Corp. (1925) 
268 US 413, 422, 69 L ed 1020, PUR 
1926A 317, 325, 45 S Ct 534, wher 


the court says: 
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“Tt is well known, and the court will 
ake judicial notice of the fact, that 
he purchasing power of money has 
een much less since 1917 than it was 
n 1912, when the order was made; 
ind that the cost of labor, materials 
bnd supplies necessary for the proper 
pperation and maintenance of street 
ailways has greatly increased.” 

We cannot accede to this 12 per 
ent doctrine of judicial notice. The 
BBituation since 1929 is not comparable 
vith the case cited. There are some 
tems in the 1928 appraisal that are 
probably higher now. There are some 
hat are without doubt the same. There 
pre others that would seem to be less. 
f the company desired to go into that 
matter, they were at liberty to do so. 

o increase the rate base by an arbi- 
rary 12 per cent we are positive would 
be erroneous. 

We conclude for this hearing a fair 
ate base (October 23, 1939) of $1,- 
340,000. This includes the question- 
able item of $60,000 for going value. 

he inclusion does not affect our con- 
lusion on the immediate petition. It 
s immaterial for the purposes of this 
ase whether the $60,000 is allowed or 
ot allowed. 

On January 23, 1939 (U No. 1562) 
he company was authorized by this 

ommission to refund $800,000 44 
per cent bonds by issuing $800,000 33 
per cent bonds. The expense of call- 
ing the old issue was $41,280, which 
vas amortized over a period of twenty 
ears, or $2,064 per year. The com- 
pany was successful in obtaining a 
premium ($104.41) of $35,280 on 
he new issue. This amortized over a 
eriod of twenty years is $1,764 per 
ear. So an amount of $300 should 
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be allowed annually in revenues to care 
for this item. 


[11]The company also has out- 
standing $260,000 of 6 per cent pre- 
ferred stock and $498,400 of com- 
mon stock. Question has been raised 
at various hearings that this stock 
does not represent any money received 
therefor by the company. In view of 
the procedure taken in this case, based 
originally on a reproduction value 
less depreciation, whether money was 
paid for the common stock is irrele- 
vant. On a case involving historical 
cost, original cost, or prudent invest- 
ment, it would become material. This 
common stock was issued prior to reg- 
ulation by this Commission. 


To recapitulate : 


Expense: 

(1) Operating and Maintenance .. 

(2) Depreciation 

(3) Taxes 

(4) Uncollectible Bills 

(5) Debt Discount 300 

(6) Bond Interest 

(7) Preferred Stock Dividends ... 15,600 
$116,700 


The estimated revenues will pro- 
duce at present rates $137,500. 

This leaves a balance of $20,800 
earned by the common stock. The 
$498,400 of common stock represents 
an equity of $280,000. If all this 
$20,800 were available for dividends, 
the stock would be earning in excess 
of 7 per cent. However, sinking- 
fund requirements dip into this $20,- 
800. Whatever goes into the sinking 
fund to retire bonds, of course, adds 
directly to the value of the common 
stock. 

The Commission, from all the evi- 
dence presented, find that there is no 
legal reason. for the Camden and 
Rockland Water Company to obtain 
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additional revenue. The company It is ordered, adjudged, and decreoj 
has no complaint that the present that the petition of Camden and Rock. 
rates are not compensatory. land Water Company be dismissed, 





NEW YORK DEPARTMENT OF PUBLIC SERVICE, STATE DIVISION, 
PUBLIC SERVICE COMMISSION 


Re Endicott Water Works Com pany 


[Case No. 9035.] 


Leases, § 8 — Commission jurisdiction — Necessary approval. 


1. The lease of a source of supply by a business corporation to a water 
corporation does not require Commission approval to become effective, a- 
though the lease should be filed with the Commission and that body ma 
take suitable action if the facts justify, p. 233. 


Contracts, § 13 — Necessity of Commission approval — Water lines. 
2. Agreements covering the operation of distribution and transmission we- 
ter lines situated on the property of private owners, but used by a water 
company, do not require Commission approval to become effective, al 
though such agreements should be filed with the Commission for its in- 
formation and such action as the terms and conditions call for, p. 233. 


Accounting, § 20 — Property contributed by others — Counter entry. 


3. Property contributed to a water company by others should be included 
in the water plant account and a counter entry made in the account for 
“contributions in aid of construction” of the same amount, p. 234. 


Accounting, § 56 — Revisions — Items charged to expense — Capital account. 
4. Items representing the cost of property originally charged to expense it- 
stead of to capital accounts should not at a later date be included in the 
capital accounts, p. 235. 


Accounting, § 10 — Excess depreciation reserve. 


5. A company which has an excess in depreciation reserve over the amount 
contended to be actual depreciation should be permitted to subdivide the 
depreciation account to show separately existing depreciation and the add- 
tional depreciation accrued, instead of transferring the excess to earned 
surplus, p. 236. 


[February 21. 1940.] 


ened of water company for approval of leasing of wells, 

approval of agreements covering operation of transmission 

and distribution mains, approval of reclassification of fixed asset 

accounts, and approval of reduction of rates; findings made in 
accordance with opinion. 
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APPEARANCES: Gay H. Brown, 
ounsel (by George E. McVay, As- 
istant Counsel and Sidney Kabalkin, 
Associate Attorney), for the Public 
Service Commission; W. J. Fitzpat- 
rick, Director of Accounting, for the 
Public Service Commission; Arthur 
H. Pratt, Chief Hydraulic Engineer, 
for the Public Service Commission; 
Robert W. Austin, Assistant Hydrau- 
lic Engineer, for the Public Service 
Commission ; Griggs, Baldwin & Bald- 
win (by Charles G. Blakeslee, of Coun- 
sel), New York city, Attorneys, for 
the Endicott Water Works Company ; 
Leo E. Mills, Endicott, Assistant Sec- 
retary and Attorney, Endicott Water 
Works Company. 


BREWSTER, Commissioner: On 
December 10, 1936, the Endicott Wa- 
ter Works Company filed with the 
Commission a petition asking— 

1—Approval of the leasing by the 
Endicott Johnson Corporation to the 
Endicott Water Works Company of 
certain water wells located on the 
business corporation property but 
which have been operated by the wa- 
ter company. 

2—Approval of certain agreements 
covering the operation of distribution 
and transmission water lines situated 
on the property of private owners but 
used by the water company. 

3—Approval of the reclassification 
of the fixed asset accounts of the com- 
pany as set forth in an exhibit present- 
ed with the petition. 

4—Approval of proposed reductions 
in rates and charges. 

S—Transfer from Depreciation Re- 
serve to Surplus of an amount by 
which the company contends that the 
Reserve exceeds Reserve Require- 
ments, 
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History of Company 


Endicott Johnson Corporation and 
its employee relations are so well 
known as to require little comment. 
The Endicott Water Works Company 
is wholly owned by the Endicott John- 
son Corporation. It was organized 
and began operations about 1900 and 
originally the principal function was 
to supply water to the shoe factories 
and tanneries of the Endicott John- 
son Corporation. As the number of 
employees of the shoe company in- 
creased and the community expand- 
ed the business of the water com- 
pany grew likewise and a larger pro- 
portion of the water service was ren- 
dered to private consumers and for 
public purposes, although about 65 
per cent of the water supplied is still 
taken by the shoe company. The 
books and records of the water com- 
pany were kept in the offices of the 
Endicott Johnson Corporation by its 
employees. 

[1] Request No. 1 does not ap- 
pear to require approval by the Com- 
mission. The lease by a business cor- 
poration to a water corporation of a 
source of supply does not require ap- 
proval of the Commission to become 
effective. The lease should be filed 
with the Commission and the Commis- 
sion may take suitable action if the 
facts justify. 

[2] Request No. 2 is also one not 
requiring Commission approval. These 
transmission and distribution lines 
located on private property have been 
operated in the past by the water com- 
pany and while such operating agree- 
ments should be filed with the Com- 
mission for its information and such 
action as the terms and conditions call 
for, there is no requirement that the 
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Commission’s approval be granted to 
make the agreements effective. 

The reduction in rates and charges 
has already gone into effect. 

So that the questions now before 
the Commission for determination are 
confined to the reclassification of the 
fixed asset accounts of the company. 


Original Cost 


At the first hearing held February 
11, 1937, it was agreed by all parties 
that a long adjournment be taken and 
that meanwhile the company prepare 
an inventory of its property priced at 
original cost in continuing property 
record form and its reclassification of 
accounts and submit the same to the 
Commission for review and check by 
the Commission’s staff. 

The continuing property record pre- 
pared by the company was present- 
ed in exhibit form at a hearing held 
September 15, 1938. After the Com- 
mission’s staff had reviewed the ex- 
hibits it developed that certain er- 
rors existed and an entirely new ex- 
hibit of original cost was prepared by 
the company and presented at the hear- 
ing held December 21, 1939, as Ex- 
hibit 12. 

Mr. Wolff, Commission engineer, 
who has reviewed the exhibit and 
made a check thereof, testified that the 
inventory was substantially correct 
and qualifiedly accepted the original 
cost set forth by the company at $903,- 
092.63. He gave no opinion as to 
whether the items alleged by the com- 
pany witness to have been previously 
“expensed” should be entered in the 
capital accounts. Mr. Wolff called at- 
tention to a slight error in the Origi- 
nal Cost Exhibit 12 in that the exhib- 
it included $223.25 in the “expensed” 
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items, whereas, it properly belonged 
in “Contributions.” The company 
witness Ogden acknowledged the er. 
ror and permission was granted to sub- 
mit corrected proposed journal en. 
tries. Mr. Wolff further called atten. 
tion that the company has included 
under “Contributions” in Exhibit 12 
—$1,800 as covering the original cos 
of two boilers donated by the parent 
company and $5,391.01 in capitalized 
items to cover a radial brick stack. 
He further stated that the boilers and 
stack were not retired when steam 
pumping was abandoned and are now 
used to heat the building. Mr. Grip. 
pen, the company superintendent, stat- 
ed that the company hesitated to re. 
move the boilers inasmuch as steam 
equipment might be used again and 
that meanwhile the boilers and stack 
were used for heating and that a new 
heating system would cost $2,500. 

These are about the only items in 
the original cost exhibit questioned by 
Mr. Wolff after his check thereof. 

The Original Cost of the water & 
plant in service as of December 31, 
1937, as set forth in Exhibit 12, is 
$903,092.63. This is made up of 
$811,454.75 that was recorded on the 
company’s books as having been cap- 
italized, $57,143.98 covering water 
plant in service that was never capi- 
talized but through alleged accounting 
errors was carried to Operating Ex- 
penses, and $34,493.90 covering wa- 
ter plant in service that was contrib- 
uted by others and never recorded in 
the capital accounts. 


Contributions 


[8] The greater portion of the 
property represented as contributed 


by others consists of distribution 
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mains and hydrants. None of this 
property was included in the capital 
accounts prior to reclassification. Mr. 
Ogden testified—“If they did reflect 
on the books they came through an 
account receivable.”’ Most of it was 
built up when the inventory was pre- 
pared and it was found that there were 
certain spots where water lines exist- 
ed but did not appear on the company’s 
maps or records. 

A part of the “Contributions” rep- 
resented property acquired by the com- 
pany after its original installation. 
Some of this property was acquired 
(mains and hydrants) by the company 
from the original owners at 50 cents 
on the dollar. 

While the company contends that 
“Contributions” should be entered in 
the capital accounts without any off- 
setting entry, company counsel stated 
that the company did not make an is- 
sue of this and would follow the Com- 
mission’s decision in this whatever the 
decision might be. 

This property is maintained by the 
company and must be replaced by the 
company if replacement becomes nec- 
essary. 

This property contributed by others 
should be included in the water plant 
account at $34,717.15 ($34,493.90 
plus $223.25 heretofore mentioned) 
and a counter entry made in Account 
265—“‘Contributions in Aid of Con- 
struction” of the same amount. 


Expensed Items 


[4] In setting up its continuing 
property record the company found 
that property represented in the inven- 
tory as originally costing $57,143.98 
had been charged to expense instead 
of to capital accounts. This total of 
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expensed items has been corrected to 
$56,920.73 by transfer of $223.25 to 
Contributions. In many instances 
definite records of certain jobs were 
found showing that they were charged 
to expense. As to some other ‘items, 
Mr. Ogden, for the company, testi- 
fied : 

“The only record available for ma- 
terial used was insufficient to cover 
the total involved in the extension, and 
we assumed that the material was re- 
moved from stock and never reported 
to the accounting department, so, 
therefore, the inventory, at the clos- 
ing period, would be short, and would 
be carried, I assume, to the profit and 
loss account.” 

In such instances they added the 
necessary material to each job in pre- 
paring the continuing property record 
and considered the added material as 
expensed. 

Colonel Blakeslee, at the hearing 
held on December 21, 1939, stated— 
“and we shall urge you that under the 
doctrine of village of Wellsville 
against Maltbie, decided on the Ist of 
November by the appellate division, 
that we may have the relief to which 
we are entitled, if we have made either 
carelessly or because of there being no 
regulatory rules mistakes in connec- 
tion with our accounts.” 

It may be assumed that Colonel 
Blakeslee’s reference to there being no 
regulatory rules was based upon the 
fact that at the time many of these 
charges were made, water companies 
and their accounts were not under 
Commission regulation. 

The case of Wellsville v. Maltbie 
(257 App Div 746, 32 PUR(NS) 
436, 15 NY Supp(2d) 580) is now 
on appeal to the court of appeals and 
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the Commission should make no 
change in its determination until the 
case is finally passed upon. Expensed 
items should not be included in the 
capital accounts at this time. If the 
court of appeals determines that prop- 
erty paid for from expense by a pri- 
vately owned utility under circum- 
stances such as are here shown should 
be capitalized at a later date, proper 
application therefor can then be made 
to the Commission. 


Depreciation 


[5] We now come to the real ques- 
tion for determination in this pro- 
ceeding. Should the excess in depre- 
ciation reserve over the amount the 
company contends to be actual depreci- 
ation be transferred to earned sur- 
plus? This is the only item for which 
the company seriously contends. 

The company contends that the de- 
preciation as recorded on its books as 
of December 31, 1937, was “out of all 
proportion, under any theory, to the 
fixed capital assets of the company.” 
In support of this allegation the com- 
pany presented three separate exhibits 
purporting to show the true accrued 
depreciation. The first of these ex- 
hibits was presented by Mr. Ogden, 
the company accountant. It is com- 
puted on the “straight-line” basis and 
Mr. Ogden stated that the lives used 
were obtained from Mr. Grippen, the 
company superintendent. In _ the 
preparation of this exhibit, Mr. Og- 
den used a former appraisal of an in- 
surance company as an aid in express- 
ing the physical condition of the plant 
and equipment and he consulted with 
Mr. Grippen as to the lives to be as- 
signed to the remainder. 

The second exhibit was presented 


by Mr. Robert C. Wheeler, a consul. 
ing engineer employed by the con. 
pany for this purpose. Mr. Wheeler 
testified that he has been familiar with 
the company and its development over 
a long period. He made an inspection 
of the property on December 14, 1939, 
and the observed depreciation se 
forth in his exhibit is as of that date, 
so that reflecting it back to December 
31, 1937, the exhibit would “err on 
the side of being a little too much.” 
Mr. Wheeler in presenting his exhibit 
stated that in all he spent about two 
and a half days in the field, the pur. 
pose of his field work being “to form 
an opinion as to the actual deprecia- 
tion in the property.” Although his 
study is based on observation, he as- 
signed lives to structures not visible. 
He gave the wells, which he did not 
“observe” a life of sixty years. 

The third exhibit on depreciation 
was presented by Mr. Carol F. Hall,a 
certified public accountant, associated 
with Touche, Niven & Co., independ- 
ent accountants for the Endicott John- 
son Corporation. Upon the first page 
of his exhibit, Mr. Hall set forth the 
“Fixed Assets” and Depreciation Re- 
serve as recorded on the company’s 
books at December 31, 1937. Mr. Hall 
used lives which he obtained from Mr. 
Ogden and Mr. Grippen and stated 
that they were intended to be the 
same as used in Exhibit 4. However, 
it later developed that the lives used 
by Mr. Hall for consumers’ meters 
and meter installations were not the 
same as those used by Mr. Ogden in 
Exhibit 4. Later Mr. Ogden stated: 
“Since filing Exhibit 4 true physical 
tests were made in the repair shop and 
we found that the twenty years of 
life is short for a water meter of that 
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type and size and in Exhibit 16 we 
thought it best to increase to twenty- 
five years, which we thought was 
more suitable.” 

The three exhibits may be sum- 
marized for comparative purposes as 
follows : 


Presented by Position 


Reserve per Books 


1 Does not include contributed property or “expensed” items. 


property was constructed. 


iar with the time when most of the 
He uses 
original cost as set forth in Exhibit 12 
as his base. This is $845,948 and 
should be increased by $223.25 of con- 
tributed property not included in that 
figure. He arrives at accrued depre- 
No. 4 No. 15 
Wheeler 
Independent 
Engineer 
$903,092 2 
185,739 
(20.5%) 


(not shown) 


Independent 
Accountant 
$845,9483 
209,206 
(24.7%) 
468,764 


Ogden 
$852,5032 
219,271 
(25.8%) 

506,364 


Includes land. 


2Includes contributed property and expensed items. Also land. 


3 Does not include “expensed items.” 


Includes land and contributed property. 


4No depreciation computed on land = ($5,750 original cost). 


Note: Cents omitted. 


It will be noted from the above that 
the three exhibits are not directly 
comparable for the reasons noted. 

The Commission’s staff examined 
and checked the depreciation exhib- 
its but offered no testimony or com- 
ment thereon. It would appear that 
the staff of the Commission does not 
question the ages and lives used by 
Mr. Ogden in Exhibit 4, as modified 
by Mr. Hall in Exhibit 16. 

It appears that there is an excess 
in Depreciation Reserve. The depre- 
ciation study made by Mr. Ogden is 
admitted by him to have been “noth- 
ing more than a tenative draft of the 
true conditions,” and “it was not a 
very accurate accounting.” The 
study by Mr. Wheeler is based upon 
his observation of a part of the prop- 
erty and straight-line depreciation as 
to a part of the property. Of the 
three studies, that of Mr. Hall ap- 
pears to be upon the soundest basis. 
He uses ages and lives supplied to 
him by the plant superintendent who 
has been in the employ of the company 
for many years and should be famil- 
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ciation of $209,206 which is 24.7 per 
cent of his base. He shows $468,764 
as the book reserve. Based upon Mr. 
Hall’s figures, there would be an ex- 
cess in the reserve of $259,558. This 
will be altered by the increase in con- 
tributions. To make the necessary 
corrections in the amount of Contri- 
butions and Depreciation the com- 
pany has filed revised proposed jour- 
nal entries. These proposed journal 
entries, however, provide for depre- 
ciation on “expensed” items which en- 
try is incorrect. 

The company reduced the annual 
depreciation charges after December 
31, 1937, to correspond with the serv- 
ice life of the property and proposes 
to transfer the excess accumulated in 
the year prior to December 31, 1930, 
to Earned Surplus and the excess ac- 
cumulated from that date to Decem- 
ber 31, 1937, to Unallocated Depre- 
ciation Reserve. 


Conclusion 


The Depreciation Reserve is in- 
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tended to cover the loss sustained 
when the property is retired. Ex- 
hibits 4, 15, and 16 are estimates 
based on the judgment of those tes- 
tifying thereto. The spread between 
them indicates a considerable differ- 
ence of opinion even between the com- 
pany’s own witnesses. If more than 
called for by these exhibits has been 
accumulated during the expired life 
of the property, the company, as well 
as the Commission, should desire to 
retain some overplus over these esti- 
mates. There is no objection to a 
subdivision of the Depreciation Re- 
serve account which will reflect in one 
item an amount representing existing 
depreciation in the property and in 
another the additional amount accrued 
in this account. 

I recommend that the company be 
permitted to subdivide the Deprecia- 
tion account to show separately ex- 


isting depreciation and the additional 
depreciation accrued and that it may 
enter in a subdivision of account 250 
“Depreciation of Water Plant in 
Service” to be entitled 250.11—Re. 
serve for Depreciation of Water Plant 
in Service—Additional—an amount 
of $200,000. 

That the request of the company 
that the “expensed” items totaling 
$56,920.73 be included in the capital 
account, be denied. 

That the property contributed by 
others, totaling $34,717.15, be in- 
cluded in the water plant account, and 
a counter entry be made in Account 
265—“Contributions in Aid of Con- 
struction” of $34,717.15. 

That the water bureau of the Com- 
mission review the proposed journal 
entries submitted by the company as 
Revised Exhibit 17, and report there- 
on to the Commission, 








SECURITIES AND EXCHANGE COMMISSION 


Re New England Power Association 


[File No. 56-66, Release No. 1990.] 


Valuation, § 51 — Capital stock — Earning power as factor. 
1. The value of the capital stock of a public utility must be considered 
on the basis of the company’s earning power together with the liquidation 
value of the assets where, in the light of inadequate depreciation charges 
and the fact that the earnings are no longer commensurate with the book 
value of capital assets, this book value cannot be used as a basis for es- 
timating the present worth of the capital assets, p. 240. 


Consolidation, merger, and sale, § 20 — Adequacy of consideration — Liquidation 
value. 
2. The adequacy of consideration for securities of a public service company 
being sold with the understanding that the operations of the company are 
to continue, cannot be determined solely upon the basis of the liquidation 
value of the company’s assets, p. 242. 
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Consolidation, merger, and sale, § 19 — Commission approval — Effect on con- 


SUMETS. 


3. The inadequacy of consideration for the acquisition of securities of an 
unprofitable public utility in the light of the liquidation value is not alone 
determinative of the Commission approval, but the effect of such liquidation 
upon the consumers must be considered, p. 242. 


Consolidation, merger, and sale, § 22 — Commission authorization — Continuance 
of service — Nominal consideration. 


4. The Securities and Exchange Commission will authorize a registered 
public utility holding company to sell its controlling capital stock holdings 
in a gas utility operating at a loss, where it appears that by allowing the con- 
summation of the proposed sale for a nominal consideration the event of 
liquidation and abandonment of the company can at least be extended and 
the interest of consumers preserved for the immediate future, p. 242. 


[March 21, 1940.] 


F, igneianee for approval of sale of securities by a registered 
public utility holding company; approval granted. 


APPEARANCES: Harlow B. Lester 
and James Fischgrund of the Public 
Utilities Division of the Commission ; 
Hurlburt, Jones, Hall and Bickford, 
by Damon B. Hall, for New England 
Power Association; Nathan Parnes, 
City Solicitor, for the city of Gard- 
ner, Massachusetts. 


By the Commission: Massachu- 
setts Utilities Associates,’ a subsidiary 
of New England Power Association, 
a registered holding company, con- 
trols the distribution of gas in the city 
of Gardner, Massachusetts, through 
its ownership of 1,368 shares of the 
1,400 shares outstanding of the capi- 
tal stock of Gardner Gas, Fuel and 
Light Company.’ The electricity in 
the city of Gardner is furnished 
through Gardner Electric Light Com- 
pany, also a subsidiary of New Eng- 
land Power Association. This rela- 





sometimes referred to as 


1 Hereinafter 
f. U. A 


2 Hereinafter sometimes referred to as 
Gardner or the company. 
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tionship has existed since 1930, in 
which year New England Power As- 
sociation acquired control of Massa- 
chusetts Utilities Associates, having 
previously acquired direct control of 
Gardner Electric Light Company. 

Massachusetts Utilities Associates 
now proposes to sell its interest in 
Gardner Gas, Fuel and Light Com- 
pany to one Harold E. Greenwood for 
the nominal sum of $1. Under the 
terms of the proposed sale, M. U. A. 
is to cancel the entire indebtedness 
owed to it by Gardner amounting to 
$388,427 on September 30, 1939. 
Since such a sale is an indirect sale 
of securities owned by New England 
Power Association within the mean- 
ing of Rule U-12D-1 of the Rules 
and Regulations pursuant to the Pub- 
lic Utility Holding Company Act of 
1935, and since none of the exemp- 
tions provided for by that rule is 
available, application has been made to 
this Commission pursuant to the terms 
of the rule. 
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Massachusetts Utilities Associate’s 
Investment in the Company 


Massachusetts Utilities Associates 
acquired control of Gardner by the 
exchange of common voting trust 
shares of M. U. A. for capital stock 
of Gardner. The original cost to M. 
U. A. of its 1,368 shares of capital 
stock in Gardner was recorded on its 
books in the amount of $29,906. 
From 1927 to 1936, prior to the time 
that New England Power Associa- 
tion acquired control of M. U. A., the 
latter made advances in the aggregate 
of $304,200, and in 1934 advanced an 
additional $17,000. The only pay- 
ment made by Gardner on the prin- 
cipal of its obligation to M. U. A. was 
in September 1939, prior to entering 


into a contract with the proposed pur- 
chaser, in the amount of $23,500, 
From 1927 to 1930 Gardner made 
partial interest payments on its obli- 
gations to M. U. A.; no interest has 
been paid since. In December 1935, 
M. U. A. wrote down its investment 
in both the capital stock of and ad- 
vances to Gardner to $3. The amount 
of such write-down was charged to 
investments reserve created from 
earned surplus; also, accrued interest 
of $15,514 which M. U. A. had taken 
into its income was charged to such 
investments reserve. 


Value of the Securities 


[1] The balance sheet of the com- 
pany as at September 30, 1939, fol- 


lows: 


ASSETS 


Current Assets: 
Cash 
Accounts Receivable 
Materials and Supplies 
Prepaid Accounts 


Deferred Assets—Unadjusted Items 


Capital Assets: 
Plant Investment 
Other Investment 


$11,714.81 
129.77 


361,224.04 
$373,068.62 


LIABILITIES 


Liabilities to Massachusetts Utilities Associates: 


Notes and advances payable 
Interest payable 


Current Liabilities: 
Accounts Payable | 
Consumers’ Deposits 


Accrued Taxes, Insurance, etc. ............ 


Deferred Liabilities—Unadjusted Items 


Invested Capital Reserves and Surplus 
Capital Stock—1400 shares $100 par value 
Premium on Capital Stock 
Reserves for Depreciation 
Other Reserves 
Surplus 


() Indicates Red Figure. 
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297,700.00 
388,427.12 


4,737.93 


"314.45 
(173,212.13) 
annie (pee 


$373,068.62 
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As appears from the balance sheet, 
Gardner’s current assets, represented 
largely in cash, exceeded its current 
liabilities by the amount of $3,981. 


1930 
Gross Earnings: 
Gas Sales 
Merchandise Sales 
Other Income 


Operating Expenses: 
Operating and Maintenance $58,725 
Depreciation 6,116 
Taxes—Municipal and State 4,478 
Taxes—Federal 


$69,319 


Net Income before Deductions $7,120 
Note and other Interest ... $18,958 
Net Corporate Income .... ($11,838) 


() Denotes Red Figure. 


It is stated in the record that, in Sep- 
tember, 1939, when Gardner paid 
$23,500 on the principal of its obli- 
gation to M. U. A., it was determined 
to leave a sufficient balance of work- 
ing capital to enable continued opera- 
tions by the proposed purchaser. It 
appears from the above balance sheet, 
that the net book value of the capital 
assets amounted to $358,895 (capital 
assets of $361,224 less reserve for de- 
preciation of $2,329). However, in 
light of admittedly inadequate depre- 
ciation charges and the fact that earn- 
ings have declined to a point where 
they are in no way commensurate 
with such net book value, this amount 
is not a basis for estimating the pres- 
ent worth of the capital assets. Ac- 
cordingly, it is necessary that we con- 
sider the value of the capital stock on 
the basis of the company’s earning 
power together with the liquidation 
» value of the assets. 

The income statement of Gardner 
[16] 


1932 
$65,497 
235 
628 
$66,360 


$44,132 
7,000 
5,018 
14 


$56,164 


$10,196 
$18,660 
($8,464) 
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Gas, Fuel and Light Company for the 
years 1930, 1932, 1934, 1936, 1938, 
and for the twelve months ended Sep- 
tember 30, 1939, follows: 


For the 12 
months end- 


ed Sept. 
30, 1939 
$37,480 
(283) 

18 
$37,215 


1934 1936 


$43,213 
(2,487) 
28 


1938 


$37,991 
(773) 

37 
$50,048 


$40,754 $37,255 


$42,264 
2,400 
4,603 
18 


$32,341 $30,038 

6,929 2,100 
5,683 5,955 } 

17 116 
$44,970 


$763 ($4,216) ($554) 
$18,597 $12,354 $12,426 
($17,834) ($16,570) ($12,980) 


$30,443 
2,100 


6,009 
$38,552 
($1,337) 
$12,424 

($13,761) 


$49,285 $37,809 


According to the record, the con- 
tinuous decrease in the company’s 
gross operating revenues is due to 
competition in the sale of electric en- 
ergy and fuel oil. The number of cus- 
tomers decreased from 956 in 1930 to 
630 in 1938. It is stated that the de- 
crease in customers increases the unit 
cost of manufactured gas with the 
consequent inability of the company 
to compete. New England Power As- 
sociation has been the parent of both 
the gas and electric companies in 
Gardner, Massachusetts, since 1930; 
both of such utility companies have 
been operating under a common man- 
agement which has pressed the sale of 
electricity but has not sought to pro- 
mote the sale of gas in Gardner. 
Whether the gas company would be 
in a better position if it had been un- 
der independent control is speculative. 
Nevertheless, the conclusion of a re- 
port by an independent engineer on 
the operations of the company states: 
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“With the conditions as they are . 
there is no means known to the indus- 
try that would put the company on a 
paying basis.” 


Continued Operation of the Company 
vs. Liquidation 


[2-4] The applicant states that 
the losses resulting from the opera- 
tions of Gardner cannot be corrected 
and therefore it is necessary that M. 
U. A.’s interest therein be disposed of 
or that the company abandon opera- 
tions and liquidate its assets, which it 
appears the company would be enti- 
tled to do. Greenwood has stated that 
he intends to continue the operations 
of the company. He testified that he 
contemplates replacing several of the 
employees of the company through 
the services of himself and his family, 
thereby being able to earn a reason- 
able livelihood.® 

William C. Bell, president of 
M. U. A., testified that in his opinion 
the salvage value of the capital assets 
of the company was but a few hun- 
dred dollars; however, an engineer of 
M. U. A. estimated such salvage value 
at $11,300. The latter amount was 
adopted in the aforementioned inde- 
pendent engineer’s report on the com- 
pany, although he testified that in his 
opinion the estimate was the maxi- 
mum amount realizable from salvage. 
This amount plus the aforementioned 
net current assets of $3,981 indicates 
an estimated maximum liquidation 
value of $15,281. The amount of the 
actual realization value of the assets 
of Gardner is highly uncertain. In 





8 Also, he testified that he plans to enlarge 
the gas operations of the company by the sale 
of so-called “bottled gas” in outlying section 
of Gardner, Massachusetts, where gas facili- 
ties are not now available. 
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any event, the adequacy of considera- 
tion for securities of a company being 
sold with the understanding that the 
operations of the company are to con- 
tinue, cannot be determined solely up- 
on the basis of the liquidation value 
of the company’s assets; the continu- 
ous downward trend in operating 
revenues and the recurrent operating 
deficits of the company indicate that 
the securities of the company have no 
earning value. 


Further, the inadequacy of the con- 
sideration in light of the liquidation 
value of the company is not alone de- 
terminative of our approval ; the effect 
of such liquidation upon the consum- 
ers must be considered. The result of 
the discontinuance of the company’s 
operations would be to deprive some 
six hundred consumers of manufac- 
tured gas, and require their substitut- 
ing bottled gas at a substantial instal- 
lation cost and a higher rate, or to re- 
place their gas appliances with electric 
appliances. 

The applicant and M.U.A. state 
that they prefer the proposed disposi- 
of M.U.A.’s interest in the company 
to securing what they can from aban- 
doning operations and liquidating its 
assets because such liquidation would 
tend to injure Gardner Electric Light 
Company’s relations, the electric com- 
pany being an associate of the gas 
company, and Greenwood having stat- 
ed his intention to continue the opera- 
tions of the company. It is true that 
Greenwood would be no less able to 
liquidate the assets of the company 
than the present management. How- 
ever, Greenwood is of the opinion that 
he can make a likelihood from the op- 
erations of the company, and there is 
some basis to conclude that he may be 


242 





RE NEW ENGLAND POWER ASSOCIATION 


able to do so for some time. In light 
thereof and the absence of any basis 
to conclude that his stated intention to 
continue the operations of the com- 
pany is at variance with his true pur- 
poses, it appears that by allowing the 
consummation of the proposed sale, 
the event of liquidation and abandon- 
ment of the company could at least be 


tion with the proposed sale are to be 
paid by New England Power Associa- 
tion and do not appear to be unreason- 
able. 

Conclusion 


The application as amended will be 
approved subject to the condition that 
the sale shall be effected in accordance 
with the terms and conditions of, and 


extended, and the interest of consum- 
ers preserved for the immediate fu- 
ture. Although, how long Greenwood An appropriate order will issue. 
will be able to continue the operations 

of the company is conjectural. By the Commission, Chairman 
Frank and Commissioner Mathews, 
being absent, not participating here- 
The fees and expenses in connec- in. 


for the purposes represented by the 
application as amended. 


Fees and Expenses 





CALIFORNIA RAILROAD COMMISSION 


Re Railway Express Agency, Incorporated 


[Decision No. 32903, Application No. 21832.] 


Rates, § 369 — Express — Newspaper transportation — Weight basis. 

1. Rates for the transportation of newspapers should be based upon the 
weight of bundles rather than upon the number of copies, where it appears 
that the weight basis gives greater recognition to the cost of performing 
the service and the value of the service to the shipper, p. 247. 


§ 120 — Reasonableness — Increases. 


2. Extensive rate increases should be authorized only when the need there- 
for is acute and the supporting evidence is strong, p. 247. 


§ 135 — Reasonableness — Comparison. 

3. The rates of certain common carriers should not be accepted as the 
proper measurement of the level of rates to be authorized for the trans- 
portation of newspapers, where the record in the proceeding seeking au- 
thorization for the rate increase presents no information concerning the 
volume of traffic moving under the compared rates, the average length of 
hauls to which these rates apply, or the traffic conditions encountered 
thereunder, p. 247. 


[March 19, 1940.] 


em for authority to increase freight rates; granted. 
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APPEARANCES: Pillsbury, Madi- 
son & Sutro, by Hugh Fullerton, for 
applicant ; Grove J. Fink, for the San 
Francisco Examiner, Oakland Post 
Enquirer, San Francisco Call-Bulletin, 
Los Angeles Examiner, Los Angeles 
Evening Herald-Express; Calkins, 
Hagar, Hall & Linforth, by John U. 
Calkins, Jr., for the Daily News Com- 
pany, Ltd.; Grove J. Fink and John 
U. Calkins, Jr., for the McClatchy 
Newspapers; Robinson, Price & Mac- 
Donald, by Harry L. Price, for the 
Oakland Tribune; Percy E. Towne, 
for San Francisco Chronicle and the 
Los Angeles Times; W. G. Stone, for 
Sacramento Chamber of Commerce. 


By the Commission: Railway Ex- 
press Agency, Incorporated,’ seeks au- 
thority to readjust its rates for the 
transportation of newspapers within 
California, the readjustment to result 
in both increases and reductions. Pub- 
lic hearings were held at San Fran- 
cisco before Examiner Preston W. 
Davis, and the matter was submitted 
on briefs. 

Applicant’s present rates for the 
transportation of newspapers within 
California are (1) rates ranging from 
12 cents to 20 cents per hundred copies, 
applying to transportation for speci- 
fied publishers from certain publica- 
tion points to all other points in the 
state, (2) a rate of 6 cents per hun- 
dred copies for transportation for 
specified publishers from San Fran- 
cisco to Sausalito, from Sausalito to 
near-by points, and between San Fran- 
cisco and East Bay points, this rate 
including only a limited amount of 
handling service by the carrier, (3) a 


similarly restricted rate of 2 cents per 
hundred copies for transportation for 
a single specified publisher between 
San Francisco and Oakland, and (4) 
a rate of 1 cent per pound applying in 
instances where the specific rates re- 
ferred to are not applicable. In liey 
of these rates, applicant proposes to 
establish (1) a rate of 4 cent per 
pound for transportation between 
all points within the state for any and 
all publishers, and (2) a restricted 
service rate of 16% cents per hundred 
pounds for transportation for any and 
all publishers between San Francisco 
and East Bay points and between Sau- 
salito and the same points from and to 
which the 6 cents per hundred copies 
rate is now in effect. 

In justification of the proposed sub- 
stitution of a “per pound’ for the 
“per hundred copies” basis, it was 
shown that the weight per copy of 
newspapers fluctuates widely from day 
to day and from year to year, and that, 
moreover, this weight varies substan- 
tially as between different publications. 
It was asserted, also, that portions or 
supplements making up complete copies 
are often shipped separately, but re- 
quire the same service as though each 
constituted a complete copy. Under 
these conditions, it was claimed, the 
cents per pound basis would give much 
greater recognition to the cost of per- 
forming the service and the value of 
the service to the shipper than does the 
present method of stating rates, and, 
moreover, would remove alleged dis- 
criminations now existing between 
publishers of large and small news- 
papers.* 





1 Railway Express Agency, Incorporated, is 
an express corporation, engaged in transport- 
ing express shipments throughout the United 


States. It employs railroads, principally, as 
its underlying carriers. ‘ 
2Florida R. Comrs. v. Aberdeen & Rock- 
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In addition, exhibits and testimony 
were introduced showing that rates 
for practically all other commodities 
are stated in applicant’s tariffs on a 
weight basis, except in a few instances 
where the weight of the commodity is 
constant ; that applicant’s rates for in- 
terstate transportation of newspapers 
and for intrastate transportation of 
newspapers in other parts of the Unit- 
ed States are similarly stated; and 
that, with minor exceptions, all other 
common carriers in California main- 
tain newspaper rates on a weight basis. 
It was asserted that newspaper pub- 
lishers must weigh each edition for the 
purpose of computing charges on in- 
terstate shipments and shipments via 
other common carriers, and _ that, 
hence, the basing of Railway Express 
Agency’s rates on weight rather than 
on the number of copies would entail 
little additional clerical burden on the 
part of shippers. 


In justification of the proposed ad- 
justments in the volume of the rates, 
it was claimed that the rates sought to 
be increased were inadequate and non- 
compensatory. It was shown in this 
connection that a rate of 60 cents per 
hundred pounds was maintained prior 
to 1910 for the transportation of news- 
papers within California, but that, in 
that year, this rate was converted to 
a rate in cents per hundred copies, 
based on the average weights of the 
several publications at that time. The 
resulting rate was made applicable on- 
ly to certain San Francisco, Oakland. 


and Los Angeles publishers, it was 
explained, but related rates were add- 
ed later for various other publishers. 
Subsequently, the restricted service 
rates of 2 and 6 cents per hundred 
copies, hereinbefore referred to, were 
published. The contention was made 
that operating expenses, as well as the 
average weight per copy of news- 
papers, had increased materially since 
1910, but that newspaper rates had 
not been increased proportionately.® 


Extensive rate exhibits were sub- 
mitted comparing the sought rates with 
those maintained by Railway Express 
Agency, Inc., and other common car- 
riers for interstate transportation of 
newspapers and for intrastate trans- 
portation in other parts of the United 
States. These exhibits show that, in 
general, the sought rates are no higher 
than those maintained by many other 
common carriers for intrastate trans- 
portation within California; by ap- 
plicant for intrastate transportation 
within many other states ; and by vari- 
ous common carriers by railroad for 
transportation of newspapers in other 
territories. 

Operating witnesses compared the 
manner in which newspapers are han- 
dled with the handling of ordinary 
express traffic. They asserted that, 
except for the fact that no pick-up 
or delivery service is rendered in con- 
nection with newspapers and the fact 
that this traffic requires more expedi- 
tious handling, newspapers are handled 
similarly to other express traffic. It 





fish R. Co. (1931) 177 Inters Com Rep 735, 
was cited in support of the proposition that 
weight is the unit which best gives recognition 
to cost of service and value of service. In that 
decision, the respondent carriers were re- 
quired to restate rates for the transportation 
of vegetables on a weight basis in lieu of the 
package basis previously maintained. 
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8 Applicant stated on brief that newspaper 
rates had been increased 22 per cent since 
1910, as a result of horizontal increases au- 
thorized by the Interstate Commerce Com- 
mission and this Commission, whereas rates 
on other express commodities had been in- 
creased approximately 44 per cent. 
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was argued that, under the circum- 
stances, existing rates for the trans- 
portation of newspapers were clearly 
unduly low in comparison with appli- 
cant’s rates for the transportation of 
general merchandise. 

In so far as value of the service 
was concerned, applicant’s witnesses 
pointed out that the retail price of cer- 
tain newspapers had increased in re- 
cent years and showed, moreover, that 
rates higher than those here sought 
were being paid by the publishers to 
competing carriers. 

In addition, it was testified that 
whereas the newspaper publishers for- 
merly employed Railway Express 
Agency, Incorporated, almost exclu- 
sively to perform their distribution, 
other forms of transportation had 
since been substituted and applicant 
was being employed only for “stand- 
by services” where truck transporta- 
tion, for example, was not available or 
practicable. Witnesses stated that the 
volume of intrastate newspaper traffic 
enjoyed by applicant had dwindled to 
a small percentage of that previously 
handled while the interstate traffic (in 
which truck carriers do not engage to 
any great extent) as well as the news- 
paper traffic handled by other intra- 
state carriers, had increased. 

Applicant pointed out that substan- 
tial reductions would result under its 
proposal in instances where the gen- 
eral rate of 1 cent per pound is now 
applicable. While conceding that lit- 
tle, if any, traffic was moving under 
the 1-cent-per-pound rate* the hope 


was expressed that the reduction would 
make the service attractive to publish- 
ers in the smaller communities who 
are now using other means of distribu- 
tion. 

Several newspaper publishers pro- 
tested the granting of this application. 
At the close of applicant’s presentation 
they moved that the proceeding be dis- 
missed, on the ground that no showing 
sufficient to justify the granting of the 
authority sought had been made. In 
addition, protestants offered testimony 
in their own behalf, relative to the 
effect which the increased rates would 
have on their distribution policies. In 
support of their motion for dismissal, 
protestants contended applicant had 
failed to show that the sought rates 
were consistent with the cost of per- 
forming the service and pointed out 
that many items of increased costs re- 
lied upon by applicant in justification 
of the rate increase were not incurred 
in the transportation of newspapers. 
As to the anticipated effect of the in- 
creased rates, protestants stated that 
they would be forced to extend their 
use of proprietary and contract truck- 
ing operations and introduced cost 
studies for the purpose of showing 
that this could be accomplished profit- 
ably. 

Other objections to the granting of 
the application were advanced on brief. 
Protestants asserted (1) that the pub- 
lic has a vital interest in the dissemi- 
nation of news at the lowest possible 
charge and that, therefore, news- 
papers should be accorded low trans- 





4 According to applicant, practically no traf- 
fic moves under the rates of 1 cent and 2 
cents per pound, inasmuch as the special rates 
apply to transportation for all of the larger 
publishers and as the smaller publishers do 
not have a sufficient range of circulation to 
require applicant’s service. Neither do the 
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transbay rates move a great deal of traffic at 
the present time, applicant states, inasmuch 
as the limited number of ferry schedules 
available do not meet the publishers’ needs. 
The record does not show to what extent 
traffic moves under the 6-cent rate from 
Sausalito to the adjacent territory. 
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portation rates, (2) that applicant has 
advertised that reduced express rates 
have been placed in effect, whereas it 
is here seeking increases, (3) that by 
reason of infrequent schedules it of- 
fers, the service of Railway Express 
Agency, Incorporated, is of limited 
value to shippers of newspapers, (4) 
that, inasmuch as applicant believed 
its newspaper rates to be unduly low 
for many years but took no action, it 
is now estopped from seeking an in- 
crease, (5) that applicant is inconsist- 
ent in seeking increases as to certain 
shippers and reductions as to other, 
(6) that the change from the “per 
copy” to the “per hundred pounds” 
basis would place an undue clerical 
burden on shippers. 


[1] In so far as the proposed use 
of a “per hundred pounds” rather than 
a “per hundred copies” method of stat- 


ing rates is concerned, it seems evident 
that the cost of transporting news- 
papers is more closely related to the 
weight of the bundles than to the 
number of copies in them. It is not 
disputed that the weight per copy of 
newspapers fluctuates widely from day 
to day and, moreover, that there are 
wide variations between the average 
weights per copy of different publica- 
tions. Under these circumstances, the 
computation of charges on a weight 
basis would appear to give far greater 
recognition to the cost of performing 
the service and to the value of the 
service to the shipper. The added 
clerical expenses which the shippers 
would be required to incur in ascer- 
taining billing rates would, it is be- 
lieved, be far outweighed by the ad- 
vantages which would accrue to the 
shippers from a_ nondiscriminatory 
rate basis. 
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[2, 3] In so far as the proposed 
increases in the volume of existing 
rates are concerned, however, it cannot 
be said on this record that the in- 
creased rates sought have been shown 
to be necessary or justified. Applicant 
itself estimates that the proposed rates 
would return, in the aggregate, 80 per 
cent more revenue than would accrue 
under the rates presently in effect. In 
several instances, however, the pro- 
posed rates represent an increase of 
more than 100 per cent and in at least 
one instance an increase of more than 
300 per cent would result. Manifest- 
ly, increases as extensive as these 
should be authorized only when the 
need therefor is acute and the evidence 
in support thereof strong. Applicant 
has shown that rates of substantially 
higher volume than those here sought 
are maintained for transportation of 
many other commodities in the same 
general territory and that rates for the 
transportation of newspapers by other 
carriers in the same general territory 
as well as in many other parts of the 
United States are similar to those here 
sought. On the other hand, the rec- 
ord discloses only in a general way the 
transportation characteristics of the 
commodities with which the existing 
newspaper rates were compared and 
the conditions attending the transpor- 
tation of newspapers under the com- 
pared rates of other common carriers. 
For example, there is no information 
in the record concerning the volume 
of traffic moving under the compared 
rates; the average length of hauls to 
which these rates apply; or the traffic 
conditions encountered thereunder. 
These deficiencies preclude the accept- 
ance of the compared rates as proper 
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measurements of the level of rates 
which should here be authorized. 

Although, for the reasons stated, 
the rates sought cannot be said to have 
been justified, the record is persuasive 
that due to the reduction in traffic vol- 
ume and to increases in the average 
weights of newspapers and in operat- 
ing expenses, applicant’s existing rates 
are, in general, unduly low. Informa- 
tion is not available in this .record 
from which rates in cents per hundred 
pounds could be developed which 
would give applicant a moderate reve- 
nue increase and yet not result in 
severe increases in the transportation 
charges required to be paid by the 
larger newspapers. To accomplish 
this purpose, it would appear necessary 
that rates be graduated according to 
the quantity tendered to the carrier at 
one time or over a given period of 
time and, possibly, that they be related 
to the distance over which the trans- 
portation is performed. An adjust- 
ment of this nature would require an 
analysis of traffic statistics which are 
not in this record and a consideration 
of practical billing problems concern- 
ing which no evidence was intro- 
duced. 

The record indicates that applicant 


is transporting portions of newspapers 
on different days, assessing charges as 
though the several individual portions 
constituted one newspaper. The sery- 
ice performed by applicant in trans- 
porting individual supplements does 
not appear to be materially different 
from the service performed in trans- 
porting individual newspapers and it 
appears, therefore, that rates stated in 
“cents per copy” should be made to 
apply on portions of newspapers when 
shipped separately. 

Upon consideration of all the facts 
of record, it is concluded that appli- 
cant should be authorized to increase 
existing rates for the transportation 
of newspapers within California (with 
the exception of its general rate of 1 
cent per pound) by an amount not to 
exceed 10 per cent thereof, and to 
publish a provision that portions of 
newspapers shipped separately shall be 
rated as a complete newspaper. In 
all other respects, the application 
should be denied. It should be under- 
stood, however, that this denial is 
without prejudice to the filing of a 
supplemental application proposing a 
modified basis of rates in cents per 
hundred pounds consistent with the 
opinion hereinbefore expressed. 





TEXAS COURT OF CIVIL APPEALS. AUSTIN 


K. M. Fisher 


Vv. 
Railroad Commission et al. 
[No. 8942.] 
(138 SW (2d) 829.) 


Interstate commerce, § 48 — Motor carrier regulation — Interstate transporta- 
tion — State authority. 
1. The “grandfather” clause of the Federal Motor Carrier Act, 49 USCA 
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§ 306, does not exempt a motor truck operator from the necessity of ob- 
taining a certificate or other authorization from the state Commission in 
order to operate over state highways in exclusively interstate commerce, 


p. 249. 


Certificates of convenience and necessity, § 127 — Scope of authority — Motor 


carriers. 


2. A common carrier certificate authorizing motor truck operations over 
highways or routes lying entirely west of designated highways clearly ex- 
cludes operation on such highways, p. 250. 


[March 13, 1940. Rehearing denied April 10, 1940.] 
[= to enjoin Commission from interfering with operation of 
motor trucks over state highways in interstate transporta- 
tion; judgment denying injunctive relief affirmed. 


APPEARANCES: A. M. Felts, of 
Austin, for appellant; Gerald C. 
Mann, Attorney General, and Glenn 
R. Lewis and Geo. W. Barcus, As- 
sistant Attorneys General, for appel- 
lees. 


McCtenpon, C.J.: Fisher brought 
suit against the Railroad Commission, 
its members, and other state officials 
and employees, to enjoin interference 
with his operation of a fleet of ten 
trucks over the highways of Texas, “in 
the transportation of merchandise for 
hire exclusively in interstate com- 
merce by motor vehicle.” The de- 
fendants admitted the issuance to Fish- 
er by the Commission of a common 
carrier certificate, authorizing the use 
of certain state highways (noted be- 
low) ; but alleged that Fisher was ex- 
ceeding his schedule allowance under 
his certificate and was also operating 
over other highways than those there- 
in authorized. Defendants thereupon 
sought to enjoin Fisher from operat- 
ing in the named respects in excess of 
his certificate authorization. In a trial 
to the court without a jury, Fisher 
was denied the injunctive relief he 
sought, and was perpetually enjoined 
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from operating over Highways 2 and 
6 south of Dallas; subject, however, 
to his right to apply to the Commission 
for a certificate authorizing operation 
over said portions of said highways. 

The facts are without dispute. The 
only authority which Fisher had from 
the Commission to operate over Tex- 
as highways was under certificate No. 
2787, originally issued March 20, 
1936. The highways over which he 
was authorized to operate were thus 
designated in the certificate: “State 
Highway, No. 3 from San Antonio 
to Van Horn, and from Van Horn 
west to the Texas-New Mexico state 
line; and from San Antonio north 
over any highway or route lying en- 
tirely west of State Highways Nos. 2 
and 6 and all portions thereof, and 
over either State Highways Nos. 6, 
40, and 10 lying north of Fort Worth 
and Dallas to the state line.” 

Fisher urges two contentions in this 
court: 

[1] 1. Under the “grandfather” 
clause of the Federal Motor Carrier 
Act 1935, 49 USCA § 306, he was 
not required to obtain a certificate or 
other authorization from the Texas 
Commission in order to operate over 
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the Texas highways in exclusively in- 
terstate commerce. This question has 
been determined adversely to appel- 
lant’s contention in McDonald v. 
Thompson (1938) 305 US 263, 83 
L ed 164, 27 PUR(NS) 31, 59 S Ct 
176; Winton v. Thompson (Tex Civ 
App 1938) 28 PUR(NS) 344, 123 
SW (2d) 951, error refused ; Railroad 
Commission v. Tips (Tex Civ App 
1939) 130 SW(2d) 1078. 

[2] 2. Under the above wording 
of his certificate, either (1) he is ex- 
pressly authorized to operate over 


State Highways 2 and 6 south of Dal- 
las, or (2) such wording is at least 
ambiguous in that regard and he is en- 
titled to the benefit of any doubtful 
meaning in the language employed by 
the Commission. This contention is 
manifestly without merit. There is 
no ambiguity whatever in the language 
employed; which clearly excludes op- 
eration on Highways 2 and 6 south of 
Dallas. 

The trial court’s judgment is af- 
firmed. 

Affirmed. 





CALIFORNIA RAILROAD COMMISSION 


Re Pacific Electric Railway Company 


[Decision No. 32902, Application No. 22540.] 


Rates, § 135 — Reasonableness — Comparison. 
A carrier seeking to increase rates cannot justify such increase by com- 
paring the proposed rates with those of other carriers, where it is not 
shown that similar conditions attend transportation under the compared 


rates. 


[March 19, 1940.] 


— for authority to establish increased rates for 
transportation of newspapers; denied as applied for but 
granted in accordance with opimon. 


APPEARANCES: Frank Karr and C. 
W. Cornell, for the applicant; Pills- 
bury, Madison & Sutro, by Hugh Ful- 
lerton, for Railway Express Agency, 
Inc. ; Flint & Mackay, by Edward L. 
Compton, for Hearst Publications In- 
corporated, Los Angeles Herald Ex- 
press Department ; Richard G. Adams, 
for The Times-Mirror Company; A. 
Laurence Mitchell, by W. B. Arm- 
strong, for Hearst Publications Incor- 


porated, Los Angeles Examiner De- 
partment ; Binford & Binford, for Los 
Angeles Daily Illustrated News and 
Los Angeles Evening News. 


By the Commission: By this ap- 
plication, Pacific Electric Railway 
Company seeks authority under § 63 
of the Public Utilities Act to establish 
increased rates for the transportation 
of newspapers between all points on 
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its lines. The matter was submitted 
on the record made at public hearings 
held in Los Angeles before Examiner 
Preston W. Davis. 

The rates presently maintained by 
applicant for transportation of news- 
papers, for distances of 40 miles and 
under, are $9 per 11,000 papers not 
exceeding an average of 14 pages per 
copy and $11.85 per 11,000 papers ex- 
ceeding an average of 14 pages per 
copy. For distances of more than 40 
miles, the present rates are $17.51 per 
11,000 copies not exceeding an aver- 
age of 14 pages per copy and $22.40 
per 11,000 copies exceeding an aver- 
age of 14 pages per copy.” Applicant 
proposes to establish, in lieu of these 
rates a rate of $ cent per pound for 
distances of 45 miles or less, and ? cent 
per pound for distances of more than 
45 miles.* 

Applicant’s passenger traffic man- 


ager testified that the present rates for 
the transportation of newspapers had 
been in effect since August 26, 1920, 
the rates in effect prior to that date 
having been approximately 20 per cent 


lower. He stated, however, that the 
average weight per copy of newspapers 
had increased materially since the pres- 
ent rates were established, that the 
volume of traffic had diminished, and 
that, as a result, the present rates were 
no longer adequate for the service in- 


volved. He claimed, moreover, that 
the cents-per-copy basis resulted ii 
discrimination as between newspaper 
companies having different sizes of 
editions, and that a cents—per—pound 
basis would be more equitable. In this 
connection, the witness said that one 
newspaper company was shipping split 
sections of Sunday editions at different 
times, paying for all of the split sec- 
tions as a single newspaper, whereas 
other newspaper companies were pay- 
ing for each split section as a single 
newspaper. 

Exhibits comparing the sought rates 
with rates maintained by other com- 
mon carriers for transportation of 
newspapers within California and be- 
tween points in other states were also 
introduced. These exhibits indicate 
that many rates as high as, or higher 
than, those here proposed are main- 
tained by other carriers and in other 
territories. 


Applicant’s accounting officer in- 
troduced a statement showing the op- 
erating revenues and expenses of Pa- 
cific Electric Railway Company for 
the years 1925 to 1938, inclusive. 
According to this statement, appli- 
cant’s operating expenses have exceed- 
ed its operating revenue each year since 
1931, the deficit for the year 1938 
being $826,505. A sharp increase in 
the net operating deficit for the years 





1 Pacific Electric Railway Company is an 
electrically operated standard gauge railroad, 
engaging in the transportation of freight and 
passengers as a common carrier within and 
between Los Angeles, Orange, Riverside, and 
San Bernardino counties. Its lines radiate 
from Los Angeles, extending to a maximum 
distance of 76 miles on the east, 40 miles on 
the south, and 30 miles on the west. 

2 Converted to cents per pound on the basis 
of the present average weight per copy of 
newspapers, these rates range from .20 cent to 
41 cent for daily editions within the 40-mile 
zone and .40 cent to .78 cent for daily editions 
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outside that zone. For Sunday editions they 
range from .07 cent to .14 cent per pound inside 
the 40-mile zone and .14 to .27 outside that 
zone. 

3 Both the present and proposed rates in- 
clude the free transportation of one newspaper 
representative when the quantity of newspa- 
pers shipped requires the services of a care- 
taker. 

4The increase was made as a part of the 
general horizontal freight rate increase au- 
thorized by Decision No. 7983, in Applica- 
tion No. 5728, August 17, 1920. 
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1937 and 1938, over previous years, 
was attributed to increased wage scales 
and increased taxes.* 

It was estimated that, based on the 
existing traffic volume, the sought rates 
would produce revenue to 141 per cent 
in excess of the revenue accruing un- 
der the rates in effect. It was said to 
be anticipated, however, that this reve- 
nue increase would be limited, in part, 
by reductions in the volume of traffic 
expected to result by reason of the rate 
increase. 

As just stated, applicant admitted 
that, on the whole, the sought rates 
reflected an increase of approximately 
141 per cent over the present rates. 
As a matter of fact, several of the 
proposed increases would result in rate 
increases of more than 400 per cent. 
Manifestly, such startling increases 
require strong evidence in justifica- 
tion. Applicant has demonstrated its 
need for increased revenue; however, 
it has not shown to what extent the 
newspaper traffic has contributed to 
this deficiency. Applicant has given 
numerous comparisons with rates in 
effect by other carriers in the same 
and other territories, but it has not 
shown that similar conditions attend 
transportation under the compared 
rates. Under these circumstances, it 
cannot be said that rate increases to 
the extent sought have been shown to 
be necessary or justified. 





5A financial statement as of October 31, 
1938, was appended to the application. That 
statement shows a corporate deficit on that 


date of $28,983,978.96. 


By a decision entered this day in 
Application No. 21832, Re Railway 
Express Agency, 33 PUR(NS) —, 
was denied authority to establish an in- 
creased rate of 50 cents per hun- 
dred pounds for statewide transporta- 
tion of newspapers, but was permitted 
to increase existing rates by 10 percent. 
It was also authorized to publish a re- 
striction that portions or supplements 
of newspapers, when shipped sepa- 
rately, would each be charged for as 
a complete newspaper. This action 
was stated to be without prejudice to 
the submission of a revised proposal 
naming rates on a weight basis but re- 
flecting only moderate increases in ex- 
isting rates. In essential respects, the 
record in that proceeding was substan- 
tially the same as the one here under 
consideration, and the same findings 
and conclusions appear appropriate in 
connection with the operation of Pa- 
cific Electric Railway Company. Up- 
on consideration of the facts and cir- 
cumstances of record, therefore, we 
are of the opinion and find that appli- 
cant should be authorized to increase 
existing rates by an amount not to ex- 
ceed 10 per cent, in recognition of the 
increases in average weights per copy 
of newspapers and of increased oper- 
ating expenses and reduced traffic vol- 
ume. It should also be authorized to 
publish a restriction that portions or 
supplements shipped separately will 
each be rated as a complete newspaper. 
In all other respects, the application 
will be denied without prejudice. 
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CITY OF MULLENS v. UNION POWER CO. 


WEST VIRGINIA SUPREME COURT OF APPEALS 


City of Mullens 


Union Power Company 


[C. C. No. 623.] 


Same 


Mullens Water Works 


[C. C. No. 624.] 
(— W Va —, 7 SE(2d) 870.) 


Municipal plants, § 17 — Power of acquisition. 
Code, 8A-4-26, which enables municipalities to acquire and establish water, 
gas, and electric systems, does not authorize the use of the power of 
eminent domain for the acquisition of privately owned public utilities. 


[March 19, 1940.] 


Headnote by the Court. 


i 5 MINENT domain proceedings by municipality to acquire prop- 
erty of electric company; orders overruling demurrers to 
petition reversed and orders entered sustaining demurrers. 


APPEARANCES: Kingdon & King- 
don, of Bluefield, and R. D. Bailey, of 
Pineville, for plaintiff ; Lively & Live- 
ly, Arthur B. Hodges, and A. Bliss 
McCrum, all of Charleston, and Vin- 
son, Thompson, Meek & Scherr, of 
Huntington, for respondent Union 
Power Co.; Lively & Lively, Arthur 
B. Hodges, and A. Bliss McCrum, all 
of Charleston, for respondent Mullens 
Water Works. 
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MAaxwELL, J.: Can a city, by emi- 
nent domain, without specific statutory 
authority, take over a privately owned 
public utility? 

The circuit court answered in the 
affirmative by holding sufficient on de- 
murrer two condemnation petitions, 
and certified its rulings to this court 
for review. 

Under one petition, the city of Mul- 
lens seeks to condemn and appropriate 
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the properties of Union Power Co., a 
private corporation, which is furnish- 
ing within the city of Mullens electric 
current for power, heat and light. Un- 
der the other petition, the city would, 
by condemnation, acquire ownership 
and control of the properties of Mul- 
lens Water Works, likewise a private- 
ly owned utility corporation, now en- 
gaged in furnishing water to the city 
and its inhabitants. 


The petitions are alike save only 
the names of the companies and the 
description of the service rendered. 
The legal propositions are the same 
in each case, except as to a certain 
statutory provision, hereinafter noted, 
applicable solely to the taking over 
of water distribution companies by 
municipalities. 


In each petition, the city alleges that 
in April, 1939, acting under the home- 


rule-for-municipalities constitutional 
amendment of 1936 (West Virginia 
Constitution, Art. VI, § 39(a) and 
the municipal home rule statute enact- 
ed in 1937 (Code, Chap. 8A), the city 
amended its charter to authorize acqui- 
sition and ownership by the munici- 
pality of electric power and water 
utilities for the service of the city and 
its residents; that in pursuance of its 
newly acquired authority, the petition- 
er desires to take over the properties 
of both of the defendants and to op- 
erate the same as its enterprises; that 
the defendants have refused to place 
prices on their respective plants, and 
consequently the petitioner is unable 
to agree with either defendant as to 
a consideration to be paid. In each 
case, the petitioner prays that Com- 
missioners be appointed to ascertain 
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and determine what will be just com. 
pensation for the properties and assets 
sought to be taken. 


The charter amendment authorizes, 
“Subject to general law,” the city of 
Mullens to acquire or establish, im. 
prove, operate, maintain, and repair 
within the city public utility systems 
for the distribution of water, light, 
heat, and power for the benefit of the 
people of the city. 

The new section of the charter fol- 
lows closely in phraseology a section 
of the municipal home rule statute, 
which reads: “Subject to general law 
a city shall have power to acquire or 
establish, improve, operate, maintain, 
and repair, within or without the city, 
water systems and electric and gas 
systems for the production and dis- 
tribution of light, heat, and power 
primarily for the benefit of the city 
and consumers therein. A city may 
acquire watersheds, water and ripari- 
an rights, plant sites, rights of way, 
and any and all other property and 
appurtenances necessary or appropriate 
for such a system. The products and 
services of any such utility may be 
sold to consumers outside the city 
limits to the extent, in the judgment 
of the governing body, that they are 
not required to satisfy the needs of 
consumers within the city. 

“A city may purchase the franchises 
and properties of a privately owned 
public utility which the city would 
have the authority to acquire and con- 
struct as an original undertaking.” 
Code, 8A—4—26. 

This section of the statute does not 
expressly authorize municipalities to 
enter into ownership of the properties 
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of utilities through the exercise of the 
power of eminent domain. Nor does 
the implication arise from the legisla- 
tive authorization to acquire, estab- 
lish, and maintain water, electric, and 
gas systems, that there was legislative 
intendment that municipalities should 
have the right under the high power 
of eminent domain to acquire the prop- 
erties of operating companies engaged 
in serving the public. On appraise- 
ment of the entire statutory section 
immediately under consideration, there 
seems clear the legislative purpose, 
first, to authorize the establishment of 
utility systems through the process of 
construction, and second, to permit the 
purchase of franchises and properties 
of going utility concerns. 

Though the home rule statute car- 
ries a requirement for liberal construc- 
tion of its terms (Code, 8A—4—2), that 
provision, though manifesting a 
wholesome purpose, must not be con- 
sidered as abrogating settled and basic 
principles of the law of condemnation 
of private property for public use. 
Eminent domain is an attribute of 
sovereignty which can be employed by 
an instrumentality of government, 
such as a municipality, only when the 
legislature of the state has unequivo- 
cally vested such governmental sub- 
division with the authority sought to 
be exercised. “The exercise of the 
power (eminent domain) being against 
common right, it cannot be implied 
or inferred from vague or doubtful 
language, but must be given in express 
terms or by necessary implication. 
When the right to exercise the power 
can only be made out by argument and 
inference, it does not exist.” 1 Lewis 


on Eminent Domain (3d Ed.), § 371. 
Statutes pertaining to eminent domain 
must be strictly construed. Adams v. 
Trustees of Clarksburg (1883) 23 W 
Va 203; Fork Ridge Baptist Cemetery 
Asso. v. Redd (1889) 33 W Va 262, 
10 SE 405; Charleston & S. Bridge 
Co. v. Comstock (1892) 36 W Va 
263, 15 SE 69. Concededly, munici- 
palities are clothed with the power of 
eminent domain for specified purpos- 
es. Code, 541-1, 2; Code, 8—4-12. 
But nowhere in the statutes is a mu- 
nicipality or other corporate body pol- 
itic authorized by statute, expressly or 
by necessary implication, to exercise 
the power of eminent domain for the 
acquisition of the property and assets 
of an operating utility as such, except 
only as herein next mentioned. 

By legislative enactment of 1933, 
amended in 1937, municipalities are 
vested with the power of eminent do- 
main for the purpose of acquiring pri- 
vately owned waterworks systems. 
Code, 8-12-9. But that statute pro- 
vides that such power shall not be 
exercised without the prior approval 
of the Public Service Commission of 
the state. In the pending petition af- 
fecting the properties of the Mullens 
Water Works there is no allegation 
that the city has obtained the Public 
Service Commission’s approval of the 
city’s proposal. The city asserts that 
there now exists no necessity for the 
obtaining of such consent, because, it 
is alleged by the city, the requirement 
of the 1933 act has been impliedly re- 
pealed by the municipal home rule 
statute of 1937. The rationale of this 
position is that under the constitution- 
al amendment and the enabling stat- 
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ute, municipalities are clothed with the 
right of self-determination, and it 
would be incongruous with that under- 
lying principle to require a municipal- 
ity to obtain the permission and ap- 
proval of the Public Service Commis- 
sion before the city could take over a 
water distributing system—a matter of 
purely municipal moment. To this 
contention of the city, we are unable 
to subscribe. It is the policy of the 
law of this state that all public utilities, 
whether publicly or privately owned, 
shall be subject to the supervision of 
the Public Service Commission. Code, 
Chap. 24, Arts. 2 and 3. Such super- 
vision pertains not only to utility rates 
and to matters of fair dealing with 
the public, but as well to the purchase 
and sale of utilities. It would be sub- 
versive and destructive of this entire 
system if a municipality, simply be- 
cause operating under the new home 
rule plan, could acquire a utility with- 
out regard to the established policy of 
the state. It must not be forgotten 
that the very statutory provision on 
which the petitioner herein seeks main- 
ly to ground its position, namely, 


Code, 8A-4-26, expressly provides 
that the undertakings by a municipal. 
ity shall be in accord with general 
law. 

In recapitulation: There is nothing 
in the municipal home rule statute or 
elsewhere which authorizes the pend- 
ing petition against the electric power 
company. As to the water utility, 
there is likewise no provision in the 
home rule statute which gives legal 
sanction to the city’s proposal to take 
over that property. Any effort per- 
taining to municipal acquisition of the 
latter utility would have to be made 
in conformity with Code, 8—12-9. 

These considerations require that 
the action of the circuit court in over- 
ruling the demurrers to the petitions 
be reversed, and that orders be en- 
tered here sustaining the demurrers. 
The petition against the Union Power 


Company will be dismissed without 
qualification. The petition affecting 
the water company will be dismissed 
without prejudice to any proper pro- 
ceeding whereof the city may be ad- 
vised. 


Reversed and rendered. 
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@ Industrious Men 
e@ Good Organization 
e Broad Experience 


@ Constant Supervision 
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Wilson, Herring and Eutsler's 


PUBLIC UTILITY 
REGULATION 


571 pages, $4.00 


N analysis of the nature, extent, and problems of 
public utility regulation in the United States, 
emphasis upon the expanding role of the Federal 
vernment in the regulation of public utilities, its 
ivities in undertaking power projects and pro- 
ting rural electrification, and the issues involved 
governmental ownerships. The well-rounded treat- 
nt and critical viewpoint will be of aid to all who 
interested in evaluating the present status of 
bic utility regulation, its strengths, weaknesses, and 
nificance for privately-owned industry. 


Order from 


Public Utilities Reports, Inc. 


nsey Bidg. Washington, D. C. 














RIE HI-PRESSURE 


contact INDOOR SWITCHES 


Years of successful experience with Hi- 
Pressure contacts on outdoor equipment 
has proven their advantage and effective- 
ness. Their application to the Type 
“HPS” Indoor disconnecting switch 
shown above has resulted in much higher 
efficiencies along with easier operation. 
Concentrated contact area under high 
pressure assures a clean metal to metal 
contact at all times. 


All switch parts are non-ferrous, brushed 
and lacquered for appearance. Note that 
all switches have double blade construc- 
tion for strength and rigidity. 
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Complete Portable Substation 
Offered by G-E 


LINE of factory-built, trailer-mounted, 
A portable substations complete with pro- 
tective and switching equipment has been an- 
nounced by the General Electric Company. The 
new line is expected to provide power com- 
panies with a convenient means of supplying 
service quickly at any point on their distribution 
circuits where emergency service is required 
or where temporary loads demand increased 
capacity. 

To give the desired balance between size, 
weight and output, two general types of port- 
able substation are provided—one using a self- 
cooled transformer and the other a forced- 
cooled transformer. The self-cooled type is 
especially suited for the smaller sizes and, as 
it requires no attention, is ideal for duty that 
may include extended periods of continuous 
service. The forced-cooled type is an extreme- 
ly compact, high-capacity unit which provides 
minimum weight and size for a given rating, 
and thus is well suited for rapid emergency 
service. 

Installation of the new unit is merely a mat- 
ter of parking and grounding the unit in a 
convenient location, elevating the retractable 
high-voltage disconnecting-switch structure, 
and running conductors to the high-voltage and 
low-voltage lines. 

All of the features of G-E permanent sub- 
station installations may be incorporated in the 
portable unit. When in service the maximum 
dimensions of a 1500-kva unit of the larger 
continuous-service type are approximately 22 
feet long, 8 feet wide, and 15 feet high, and 
the maximum weight is 37,500 pounds, includ- 
ing trailer. Units of the emergency-service type 
are very compact; for example, one rated 2000 
kva will weigh only about 20,000 pounds. Be- 
cause of the retractable switch structure, the 
height of both types can be reduced to 10 feet 
for transit. This permits taking the shortest 
route to the job with no clearances to avoid. 


STURGIS 
POSTURE CHAIRS 


Easily and quickly adjusted 
A model for every need 





WRITE FOR CATALC 


STURGIS POSTURE CHAIR CO 








information about manufacturers, 
new products, and new methods. Also news on 
personnel changes, recent and coming events. 


The portable substation meets regulations as | 
to safety, size and weight, on highways as wel] © 
as in service. The trailer is regularly equipped 
with two-line vacuum air brakes and other 
safety features. The mounting of the high- 
voltage disconnecting switch permits its ele. 
vation to a safe overhead position for opera- 
tion. To prevent accidental contact, the arc- 
cessible external live parts are screened. All 
compartments, valves, and operating handles 
can be locked. 


More Air-Conditioning for 
G. M. World’s Fair Exhibit 


Rapes relief from the heat of summer 
is offered visitors to the General Motors 
Highways and Horizons building at the New 
York World’s Fair by means of additional air- 
conditioning equipment which this year has 
been extended to condition the entire exhibit 
area of the huge display. The new equipment 
provides for an increase of almost 300 tons 
in refrigeration capacity over equipment in- 
stalled for the first year of the exhibit and 
makes possible the handling of over 200,000 
cubic feet of air per minute in the entire twelve 
sections of the building. 

The largest of the new areas to be condi- 
tioned are the three sections of the automotive 
exhibits, including the car display in one build- 
ing and a two level display in an adjoining 
building that houses the truck, engine and 
Diesel exhibits. Equipment for these three 
combined provides a refrigeration capacity of 
225 tons, handling approximately 55,500 cubic 
feet of air per minute. 

To complete the over-all air-conditioning 
project, a series of self contained units have 
been installed in the Map lobby and the auto- 
motive parts display with adjoining lobby. 
With a total refrigeration capacity of 45 tons, 
this equipment is capable of handling approxt- 
mately 11,000 cubic feet of air per minute. 

All equipment used for this project was sup- 
plied by Frigidaire Division of General Motors. 


Remington Rand Sales Gain 


URING its last fiscal year, Remington Rand, 

Inc. increased its sales 3.2 per cent _ac- 

cording to the company’s annual report. Con- 

solidated sales for the year ended March 3l, 

1940, amounted to $44,030,526. The volume for 
the previous year was $42,671,740. 

Sales in the United States increased 8.1 pet 
cent and foreign sales, stated in terms of 
United States currency, declined 7 per cent as 
compared with the preceding year. 
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Dictograph Intercommunicating Equipment being used by Customer Contact Clerk in securing credit veri- 
fication from History records. Loud Speaking Equipment allows both hands of History Clerk free for 
handling necessary records while relaying information. 


IMPROVE YOUR 
CUSTOMER CONTACTS 


How rapidly can your Contact Clerks take 
care of service applications . . . bill ques- 
tions . . . complaints? 

How satisfactorily to your customer? ... Do 
your transactions pass the “peak load test"? 


Unless your Company has a perfect score on these questions you will 
want to know more about the Dictograph Customer Contact System. 


Specially designed Dictograph Intercommunicating Equipment for Con- 
tact Clerks provides instant entree to Credit; Meter Records, Service 
and Unit book information. Green and red signals bring back Credit 
approval or rejection,—swiftly . . . silently! Loud speaking Dicto- 
graphs for Credit and Service Clerks permit use of both hands for 
record references, enabling personnel to check records speedily and 
accurately during peak periods. 


Existing record facilities can be linked up to centralized Customer Con- 
tact Clerks by means of Dictograph. Applications, Duplicate Bills, 
Comparative Readings, High Bill Complaints, Discounts, etc., can 
be efficiently and speedily handled. 

May we have our Special Utility Representative call to discuss your 

problem with you .... no obligation. 


DICTOGRAPH SALES CORPORATION 
580 Fifth Avenue, New York 
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INDUSTRIAL PROGRESS—( Continued) 


John C. Weadock Station 
Dedicated at Bay City 


PPipcebtneepe Power Company’s new steam 
power plant, the John C. Weadock Sta- 
tion at Bay City, Michigan, was dedicated re- 
cently with Wendell L. Willkie, president of 
the Commonwealth & Southern Corporation, 
the principal speaker in the ceremonies. John 
C. Weadock, former Bay City attorney for 
whom the plant is named, responded. For some 
years Mr. Weadock and Mr. Willkie were 
partners in the New York law firm of Weadock 
and Willkie. 

The plant was opened for public inspection 
during the afternoons and evenings for the 
four days immediately following the dedica- 
tion. Thousands of visitors took advantage of 
the opportunity to learn how the plant trans- 
lates the energy of coal into that of electricity. 

Present 35,000-kilowatt capacity of the 
Weadock station is furnished by a General 
Electric hydrogen-cooled unit. Furnace and 
boiler for a second identical G-E turbine-gen- 
erator to bring the plant’s capacity up to 70,000 
kw. have already been built into the struc- 
ture. Installation of the second unit is to begin 
within a few months. 

The unit now in operation is a 21-stage, tan- 
dem-compound turbine designed for a steam 
pressure of 800 Ib. and a steam temperature of 
850° F. The hydrogen-cooled generator oper- 
ates at a speed of 3600 rpm. 

Power generated at the Weadock plant will 
flow into the Consumers state-wide intercon- 
nected transmission system and become avail- 
able not only to such Saginaw Valley cities 
as Bay City, Saginaw and Flint, but also to 
the entire territory served by the company, 
including most of the Lower Peninsula of 
Michigan outside the city of Detroit and the 
Thumb area. 


Air-Conditioning Orders Up 


SHARP increase in the value of orders 

booked for air-conditioning systems and 
accessory equipment in April, compared with 
March, is reported by the Census Bureau, De- 
partment of Commerce. 

Value of orders booked in April totaled $2,- 
425,139. The March figure was $1,544,841. The 
April figure was also above the $2,382,790 fig- 
ure reported for April of last year. 

Value of orders booked during the first four 
months of this year totaled $6,643,932, com- 
pared with $6,276,835 in the corresponding 1939 
period. 


AGAEM Appoints Watson 


ex appointment of Herbert A. Watson as 
director of sales research for the domestic 
gas range division of the Association of Gas 
Appliance and Equipment Manufacturers has 
been announced by Frank H. Adams, pregj- 
dent of the Association. 

Mr. Watson, who was formerly sales pro- 
motion manager for the Pennsylvania Power 
& Light Company whose general offices are in 
Allentown, Pa., will codperate with utility 
companies and retail dealer outlets throughout 
the United States and Canada in developing 
creative sales methods and formulating lo. 
calized sales promotion activities in behalf of 
the “CP” (Certified Performance) gas range 
program. The “CP” program is a cooperative 
gas industry movement promoting quality gas 
ranges under a “CP” seal guaranteeing a mini- 
mum of more than twenty required perform- 
ance features. These ranges are now being pro- 
duced and marketed by twenty-six leading man- 
ufacturers in the United States and Canada. 

Mr. Watson, whose national headquarters 
will be in New York City, has during the past 
fifteen years been widely active in promoting 
dealer codperative programs. He is known 
throughout the gas industry for his numerous 
addresses before appliance sales groups. 


Westinghouse Publications 


N Ew literature recently issued by the West- 
inghouse Electric & Manufacturing Co., 
includes the following: 

A five-page illustrated catalogue section 41- 
070 describing the new line of standard rec- 
tangular and plug-in relay cases. In addition 
to a complete price list, this pamphlet includes 
outline dimensions and data covering the 
economic advantages of the relays. 

Copies of catalogue section 41-070 may be 
secured from department 7N-20 Westinghouse 
Elec. & Mfg. Co., East Pittsburgh, Pa. 

An illustrated leaflet describing three new 
“GAVD” gas-fired air conditioning units, for 
builders and owners of small homes and apart- 
ments. 

The all-year round units circulate warm air 
in winter and cool night air in summer. Dust, 
dirt, pollen and other particles are removed 
by spun glass filters, coated with an adhesive 
substance. Data is given on the new units’ 
construction features along with a table of 
ratings, dimensions and specifications. 

Copies of the leaflet, 9HC-0626, may be ob- 
tained from the Westinghouse Elec. & Mfg. 
Co., East Springfield, Mass. 








MARTENS & STORMOEN 
successors te 
THONER & MARTENS 
Disconnecting Switches 
Heavy Duty Switches 
15 Hathaway St., Boston, Mass. 


DICKE TOOL CO., Inc. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 
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Small Diameter Building 


Wires Offer Big Op- 
portunity to Cash In on 


the Need for Rewiring... 


A nationwide survey (reported in the May issue of 
Wholesaler's Salesman) clearly shows the number of 
electrically obsolete buildings in the country. We give 
you here a few outstanding examples. You can be sure 
that all the rest—apartment buildings, factories, other 
types of commercial properties, hospitals and other in- 
stitutions—are in a similar state of electrical obso- 


lescence. 


CRESCENT SMALL DIAMETER BUILDING WIRE, in 
both types SN Synthetic Insulated and RHT Rubber In- 
sulated, is your answer to this urgent need for rewiring— 
a tremendously profitable market waiting for you to 
crack open. Write direct to us or your nearest CRES- 


CENT representative for full information as to sizes 


available, current carrying capacities and the advantages 
of rewiring with CRESCENT SMALL DIAMETER BUILD- 
ING WIRE. 





All types of Building Wire and all kinds of Special Cables to meet A.S.T.M., A.R.A., 
1.P.C.E.A., N.E.M.A., and all Railroad, Government and Utility Companies’ Specifications. 
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BAS UDIEFES ams 


FOR PLANT USE OR FOR RESALE 
THROUGH YOUR STORES 


The Handee is really a small 
“power house” that can be car- 

ried to any part of your plant 

and used wherever there 

is an electric outlet, to re- 

pair some hard-to-get-at 

part on a machine with- 

out removing the part 

—to smooth off rough 

edges — to bore tiny 

holes in metals — to 
clean delicate mechan- Save 


° . ‘ Hours of 
isms, etc. Grinds, Drills, Hand Work 


Polishes, Engraves, Sharpens, Carves, Cleans, Sands, 
Saws, etc. 


The Handee uses 300 accessories. Used and en- 
dorsed by mechanics, repairmen and _ hobbyists. 
Weighs only 12 ounces. Speed 25,000 r.p.m. Na- 
tionally advertised at $18.50 with 6 Accessories. 


CHICAGO MOUNTED WHEELS 
OF V/T SUPER BOND 


150% LONGER LIFE 


Rigid tests on snagging and exacting opera- 
tions prove they have 150% to 300% longer 
life. Won’t ridge on welds, sharp corners, 
sinking dies, bar- 
bering, etc. 

There’s a shape 
and sizeto 
handle _ every 
grinding job 
faster, better, 
at lower cost. 
Super 
Bond is the 
most impor- 
tant develop- 
ment in 
mounted 
wheels in 30 

years. 
Let us send you 
a trial Wheel. 
Tell us the kind 
of job, type of 
equipment you use 
and size wheel you prefer. 
FREE MOUNTED WHEEL CHART—Ideal for ready refer- 
ence in the shop. A Wall Chart 22 x 15°" showing actual 
size and shape of every standard Chicago Mounted Wheel. 


Send for Catalog of Complete Line 


CHICAGO WHEEL & MFG. CO. 


Makers of Quality Products for 40 Years 
1101 W. Monroe St., Dept. PU, Chicago, Ill. 





A STITCH 
IN TIME... 


E.T.L. is prepared to help you 
pre-determine performance 
and quality of new equip 
ment ... prepared to give 
you, by test, the “stitch in 
time” information that often 
saves needless waste and ex- 
pense. 


By taking advantage of 
E.T.L.’s extensive facilities, 
the utility not only enlists 
the aid of our many years ex- 
perience in the testing field 
to supplement its own re 
search department. . . but 
avoids heavy investment in 
special apparatus. 


Know by Tes?! 


ELECTRICAL 
TESTING 
LABORATORIE: 


East End Avenue and 79th Stre! 
New York, N. Y. 
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An organization with over 25 years’ specialized 
experience in the design and manufacture of 
transformers. 


A company with a record of outstanding in- 
stallations in plants and on the lines of some 
of the country’s leading industrials and utili- 
ties. 


A factory with the most up-to-date equipment 
for the manufacture of transformers, from the 
smallest distribution to the most complex type 
for furnace, high voltage and industrial use. 


A capable engineering and research depart- 
ment which has been responsible for many im- 
portant improvements, contributing greatly to 
transformer development and progress. 





Let Pennsylvania help provide the 
correct solution to your transformer 
problems. 
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THANSFORMER COMPANY 


1701 ISLAND AVENUE, N. S., PITTSBURGH, PA. 
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Customer Usage Data 
© At Lower Cost ein Less Time 
eWith Greater Accuracy 





THE ONE-STEP METHOD 








OF BILL ANALYSIS 


R & S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The kw.-hrs. billed are entered on the adding machine keyboard. A tape is 
prepared of all items and a ption total lated which serves as a 
control. At the same time—through this single operation—the bill count for 


each kw.-hr. step is made by the electrically controlled accumulating registers. 














@ A continuance of frequent rate changes—the necessity of checking load-building 
activities—the pressing need for current data on customer usage—are but a few of 
the reasons many Companies are using R & S ONE-STEP METHOD to analyze and © 
compile information required for scientific rate making. They have not only reduced 
the costs on this work, but have obtained monthly or annual bill-frequency tables in 
a few days instead of weeks and months. 


@ Write for your copy of "The One-Step Method of Bill Analysis," an interesting 
booklet which describes briefly how these savings are accomplished. 


Recording & Statistical Corporation 
Utilities Division 


102 Maiden Lane, New York, N. Y. 
Chicago Detroit Montreal 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 


ily 4, 1940 


HAT MAKE KINNEAR 
TEEL ROLLING DOORS 
IRST IN ECONOMY 


your service doors never had to be 
eplaced or repaired ... never held up 
affic, or occupied usable floor or wall 
pace... could be opened and closed 
stantly and effortlessly every time— 
en you’d know they were saving you 
noney—plenty of money. You can 
ome mighty close to getting just that 
prt of service with Kinnear Rolling 
joors. And that’s no idle claim— it’s 
een proved in hundreds of plants 
ilar to yours, for more than 
prty years! Let us send you com- 
lete details on these cost-cutting 
bors. Write today. The Kinnear 
anufacturing Company, 2060-80 

ields Ave., Columbus, Ohio. 
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Trend of 


The illustrations on these pages show the trend in design of B&W 
Boiler units for central-station service and the rate of acceptance of 
each design as indicated by the charts showing the cumulative total 
of steam-generating capacity ordered. 

The charts indicate that when new types of equipment, such as 
boilers, show in operation unmistakable evidence of fundamental 
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Twenty B&W High-Head Boilers in service 
or on order have a combined capacity of 
almost 8,000,000 Ib. of steam per hr. 
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Twenty-two B&W Radiant Boilers having a 
total capacity of over 8,500,000 Ib. of steam 
per hr. are in service or on order. 








THE BABCOCK & WILCOX COMPANY... 85 LIBERTY STREET... NEW YORK, N.Y. | 


ee 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





Public Utilities Fortnightly 





soundness, and the manufacturer has the reputation of standing 
solidly back of his product, they are readily adopted. 

Companies that have installed boilers of these types enjoy the 
benefits to be derived from the use of equipment designed to meet 
today's new and exacting operating requirements—through the use of 
design principles that are advanced yet of demonstrated soundness. 








CAPACITY. 
CAPACITY 
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Fourteen B&W Open-Pass Boilers having an Forty-four Integral-Furnace Boilers in service 
aggregate capacity of over 6,000,000 Ib. in, or on order for, central stations have a total 
of steam per hr. are in service or on order. capacity of over 5,000,000Ib. of steam perhr. 


BABCOCK & WI 
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ECONOMICAL LINE CLEARING 


Craftsmen engaged in 
shaping trees to accomo- 
date lines for the smooth 
transmission of light, power 
and communications. 


ASPLUNDH TREE ExPeRT COMPANY 
Home Ofie JENKINTOWN, PA.. Ogontz 3750 


Chicago, Ill. Randolph 7773 Columbus, Ohio Adams 5432 
Binghamton, N. Y. Binghamton 4-5314 Alexandria,Va. Alexandria 358? 


Write for our lilustrated Booklet 


LINE CLEARING 





P. U. R. QUESTION | 
SHEETS 


AN EDUCATIONAL OPPORTU. | 
NITY for public utility men. A 
fortnightly quiz of ten questions 
and answers on practical financial 
and operating questions discussed 
and dectied by the State and 
Federal Commissions and Courts 
in their investigations of public 
utility companies. 


Ten questions and answers every 
two weeks—annual subscription 
$10.00. 


Send your order to— 


PUBLIC UTILITIES 
REPORTS, INC. 


1038 Munsey Bldg., Washington, D. C. 





SPRAGUE COMBINATION 





METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 


GAS MEASUREMENT AND 


CONTROL. 


For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER C0. 


Bridgeport, Conn. 
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Transite Conduit retains its true 
form under sustained loads... re- 
quires no concrete envelope under- 
ground or in exposed locations. 
When ‘‘concreting-in”’ is specified, 
thinner walled, lower priced J-M 
Transite Korduct provides the same 
durability and smooth interior. 
Both types of Transite Ducts are 
light in weight, easily handled. 
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smoke, acid fumes, weather or cor- 
rosive soils have little or no effect 
on J-M Transite Ducts. Made of 
asbestos and cement, they will not 
ust, rot or decay. Furthermore, 
ransite Ducts are completely in- 
ombustible, do not add to gas 
ormation if burnouts occur, and 
whave exceptional resistance to flame 
and arc. Maintenance costs are 
practically zero. 


TER 
y GET FAS 
) pee BLE LAYING 


ables pull easier through Transite 

Ducts. Even after years of service 
heir interiors stay smooth; joints 
emain tight. Cables are readily 
emoved and replaced. 


or complete facts on Transite 
onduit and Transite Korduct, let 
8 send you Data Sheet Manual ; é 

DS-410. Write to Johns-Manville, JONNS MANVILL 
2 E. 40th Street, New York, N. Y. ) } 4 


PR U 
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COMBINED METERS SANGAMO TYPE HV METER 


AND TIME-SWITCHES 






The Type HV instruments combine q | 
standard singlephase HF watthour 
meter with a synchronous motor time. 
switch—in various switching arrange. 
ments—supplied with or without two- 
rate register. Low cost installation and 
eae avikiSi2 minimum space requirements make 
them desirable for metering and con- 


TYPE HV-11-A 


trolling off-peak loads. 


Modern Meters for Modern Load 


SANGAMO ELECTRIC COMPANY 


SPRINGFIELD, ILLINOIS 








AL RACK RAKES 


C TURBINES 
a 
OISTS 











G 
PENSTOCKS, ETC. 


Belting the Spiral Casing before Riveting 
NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 
Hydraulic Turbine Division 
NEWPORT NEWS, VA. 
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Dig at EXTRA Profits with 
“CLEVELANDS” 





PORMEELEVELAND ; CLEVELAND 
Model 95 - , 


Model 110 


dud — 
the REASON 


very foot of trench 

achine dug means 
oney saved. And ‘ 
levelands” speed up : 

ractically every operation incidental to mechanical trenching. 

ompact, fast, flexible, and with all dead-weight eliminated, yet powerful and 
gged enough for the toughest task, in any soil or on any terrain “Clevelands” 


t into more jobs assuring most “machine-trench” at least cost. Prove their value 
your own work. Write today for details. 


CLEVELAND 
Model 140 


A big time-saving “Cleveland” 
feature—Truck speed transporta- 
tion on special trailers. 


THE CLEVELAND 
TRENCHER COMPANY 


"*Pioneer of the Small Trencker"* 
20100 St. Clair Avenue 
Cleveland, Ohio 
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CE Ks 
SESS OCs 
ees 


An automatic, electrically driven attach- 
ment that feeds Egry multiple copy con- 
tinuous forms in perfect alignment in pre- 
determined length on to the platen of 
your Elliott Fisher. The new, speed way 
to write all business records, to accomplish 
more per day by doubling the output per 
operator; to wipe out delays, lost motion 
and waste. 


DEMONSTRATIONS 


Without cost or obligation the Egry Controller 
will be demonstrated in your own office on re- 
quest. Phone, wire or write. Get the most out 
of your Elliott Fisher by vastly increasing its 
usefulness with the Egry Controller. Address 
Dept. F-74. 


iThe EGRY REGISTER Company 
Dayton, Ohio 
SALES AGENCIES IN ALL PRINCIPAL CITIES 
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NIAGARA 
GAS FURNACES 
are A.G.A. Approved 


{ 








ITH copper chrome cast iron; or . . . Toncan 


iron heat exchangers . . . selection of belt or 





direct drive blowers with two speed control... 
summer winter switch .. . modern casing design 
... low prices ...and A. G. A. approval, Niagara 
Furnaces meet the demands of speculative and 


contract builders, home owners and utilities alike. 


Write for complete information 


The Forest City Foundries Company 


2500 West 27th Street Cleveland, Ohio 
Established in 1890 
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Make it snappy, Sister / 


Tus DOCTOR can’t sit listen. 
ing to your tale of woe. He’s not 
a private physician. 

He works for the government, not 
you. You’re just one of the people as- 
signed to him by the political overseer. 
Ten more of you are in the waiting 
room, with twenty or thirty to come. 

You can’t expect time and sympathy 
under conditions like that. 

So snap into it, comrade! Briefly 
now, what seems to be the trouble? 


zxakKkeKk* 


That’s socialized medicine, run by 
politicians and paid for by payroll taxes. 

Compare it with the traditional 
American system of private medicine, 
in which the individual freely selects 
and consults the doctor in an atmos- 

here of intimate and friendly con- 
dence. 

Private medicine has done a mag- 
nificent work. Our average life expect- 


ancy is the highest in the world. Serious 
diseases are under increasing control. 
Infant and maternal mortality rates are 
lower than ever. 

But this does not interest those who 
want to set up socialized medicine. 
Law after law is presented to the 
U. S. Congress and State Assemblies to 
put the relations between doctors and 
patients under political control. 

Unless Americans want to sign up 
for all time they should reject these 
Government Health legislative pro- 
posals flatly, without delay. 


This message is published by 


NATION’S BUSINESS 


It is the 42nd of a series contributed to: 
better understanding of free American et 
terprise. Regardless of your political affil: 
ations, if you have a point of view you woull 
like to express on developments now shaping 
in the field of public policy relative to the 
medical profession, why not write to you 
Congressman and Senator? 
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. the lowest cost PAPER 
.. or the lowest cost WORK? 


A trifle saved by using ledger paper not good enough for the 
purpose is truly “‘paper profit’’. For the slight gain often 
means a serious loss of the smooth, efficient, accurate per- 


] 
oe" formance essential for low cost account and record keeping. 
) 
ontrol. WAVERLY LEDGER, a Weston Paper, is made especially 
tes are & for hard working and important accounting forms and rec- 
ords. It has the strength and durability of 85% rag content 
e who combined with a perfectly finished surface that keeps records 
dicine. neat, legible and in excellent condition 
to the ia ; 
lies to Put your next order of forms on WAVERLY LEDGER. You’ll 
rs and soon be an ardent WAVERLY booster. 
ign up 
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SIVESTON’S PAPER 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 














THE AMERICAN APPRAISAL GOMPANY 
INVESTIGATIONS e VALUATIONS e REPORTS 
PROPERTY EXAMINATIONS AND STUDIES for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
CHICAGO - MILWAUKEE - NEW YORK + WASHINGTON ~«~ And Other Principal Cities 








Day & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA 


PACKARD BUILDING 








oxox FOL, Bacon ¢ Davis, nc. asrzcssm 


CONSTRUCTION 


OPERATING COSTS Engineers 


VALUATIONS AND REPORTS 
CHICAGO PHILADELPHIA NEW YORK CLEVELAND 


INTANGIBLES 








LIVINGSTON, McDOWELL & CO. 


Usilisy CERTIFIED PUBLIC ACCOUNTANTS 
Consultants Aeuabors 
AMERICAN INSTITUTE OF ACCOUNTANTS 
PENNSYLVANIA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
1518 WALNUT ST. PHILADELPHIA, PA, 
D. M. LIVINGSTON, Cc. P. A. ( PA.) 
FORMER MEMBER: C. WHITFORD MCDOWELL, C, P. A. (PA.) ( MD.) 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 











J. H. MANNING & COMPANY 


120 Broadway Field Building 
New York ENGINEERS Chicago 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 
Public Utility Affairs including Integration 
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PROFESSIONAL DIRECTORY (continued) 





SANDERSON & PORTER 
ENGINEERS 
VALUATION DEPARTMENT 
APPRAISALS AND RATE QUESTIONS 


CHICAGO NEW YORK SAN FRANCISCO 








Sargent & Lundy, Incorporated 


ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS » EXAMINATIONS ¢ APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK ¢ CHICAGO e PITTSBURGH ¢ SAN FRANCISCO © LOS ANGELES 








meee eg once aguin CHENEY AND FOSTER 


36 State St., Albany, N. Y. 


Designs and Construction—Operating Betterments— : 
Appraisals, Rates—Office Systems Engineers and Consultants 


Twenty Years Special Experience in Development of 
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BLACK & VEATCH ROBERT E. FOLEY 


CONSULTING ENGINEERS 


: i ee Erecting Engineer 
Appraisals, investigations and _ re- 
Ports, design and supervision of con- Telephone Lines—Rural Lines—Fire Alarms— 
struction of Public Utility Properties Transmission Lines 


4706 BROADWAY KANSAS CITY. MO. 48 Griswold St. Binghamton, N. Y. 








EARL L. CARTER Francis S. HABERLY 


Consulting Engineer ENGINEER 


REGISTERED IN INDIANA, 5 
PENNSYLVANIA, West Wi RGINYA, KENTUCKY. Appraisals—Property Accounting Reports 


PUBLIC UTILITY —Cost Trends 
VALUATIONS AND REPORTS : 
814 Electric Building Indianapolis, Ind. 122 SOUTH MICHIGAN AVENUE, CHICACO 
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JACKSON & MORELAND 


ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 











SLOAN & COOK 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigation 








JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 





J. W. WOPAT 


Consulting Engineer 


Construction Supervision 
Appraisals—Financial 


Appraisals - Investigations - Reperts 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 


Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indian 























SAVE MONEY WITH VARI-TYPER 


Many Utility Companies are saving money by using the Vari-Typer 
. . . the composing Type Writer with changeable faces and spaces. 
This compact office machine reduces composition and printing costs 
for rate schedules, office forms, bulletins, booklets, folders, etc., 
for either mimeograph or offset reproduction. Investigate the sav- 
ings possible on all your required printing. 


WRITE TODAY for new demonstration portfolio, “How Utility 
Companies are Saving Money with Vari-Typer’ with actual samples 
of work produced. 


RALPH C. COXHEAD CORPORATION 


Manufacturers of Vari-Typer 


333 Sixth Avenue New York, N. Y. 











Public Utilities Fortnightly—The review magazine of current 
opinion and news relating to Public Utilities. Conducted as an open 
forum for the frank discussion of both sides of controversial utility 
questions. Issued every other Thursday—26 numbers a year—Annual 
subscription $15.00. 
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Now, Your Best Workmen 


Can Be MORE EFFICIENT With 
MASTER — LIGHTS! 


Your expert repair crews need 
MASTER-LIGHTS for maximum effi- 
ciency. MASTER-LIGHTS have 
POWER! They give your men ALL 
the illumination they need on any 
job. They save valuable time for 
your crews in locating trouble spots. 
You can always depend on MASTER: 
LIGHTS to give you faithful service 
without the need of repairs or re 
placements for many years. For 
MASTER-LIGHTS are made of solid 
brass, bronze, and aluminum through- 
out, with heavy chromium plating, 
and are rust-proof and _ weather 
proof. They have true, full parabolic 
reflectors, and cast 
a beam of max- 
imum intensity and 

Below: TYPE F5 MASTER-LIGHT efficiency a mile or 


For General Utility Purposes e 
more in range. 
Searchlight Range: three-quarters to one 
mile. Bulb: Special Super-powerful two- 


sumption service ght or ‘brittient 150,000 PURCHASING AGENTS of 
ttaments. UTILITIES O.K. THEM! 


MASTER-LIGHTS are standard equip- 
ment with the foremost public utilities 
corporations in the country. They have 
proved their value in service, in dura- 
bility, and in cost—first cost and cost 
per year of use. As a careful buyer you 
will find MASTER-LIGHTS approved— 
from the Equipment Committee right 
down the line. Proof? We'll send you 
2 ee ne on 30 days FREE 
RL rest our case on - 
its performance. Select the Above: TYPE T MASTER-L 


Roof Searchlight for Repair 
MASTER-LIGHT you need. Dases, Trucks, aaa pope 


THIS FOLDER WILL HELP YOU Inside Control 


Searchlight range: one mile. 
“any lect spotlight ade, 





Send for your free illustrated copy of our 
new folder, “1940 MASTER-LIGHTS.” It 
describes the complete public utilities line of 
searchlights, floodlights, and portable hand- 
types. This convenient folder make it easy 
for you to select your MASTER-LIGHTS. throughout. — 

Write for it today. Address: No at ie wear and rattle. 

price: 5 


CARPENTER MFG. CO. 179 sidney st., Cambridge, } 
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BETTER PRODUCTS... 


because Cities Service 
knows your problems! 


Cities Service Oil Company engineers are concentrat- 
ing their efforts daily on solving the various lubrication 
problems with which industry is faced. 


Wherever moving surfaces come together, no matter 
what the speed or load, Cities Service can recommend 
authoritatively the correct lubricants to use. Whether 

you need heavy greases for 
massive gears or the lightest 
of oils for delicate precision 
machines, Cities Service is 
ready to fill your every need. 


Cities Service engineers will 
be glad to discuss your lubrica- 
tion problems with you. 


CITIES SERVICE INDUSTRIAL OILS 


Compressor Oils Marine Engine Oils 

Cutting Oils Quenching and Tempering Oils 
Diesel Engine Oils Sewing Machine Oils 

Cylinder Ojls Spindle Oils 

Star Ice Machine Oils Transformer Oil 

Leather Finishing Oils Turbine Oils 

Loom Oils Wool Oils 


Hour of Stars—The Cities Service Concert with Lucille Manners, Ross Graham, 
the Cities Service Orchestra and Singers under the direction of Frank Black, broad- 
cast every Friday evening at 8 P.M., E. D. T., over the N. B. C. Red Network. 
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et millions of miles per hour, ‘atoms 
A 200m ‘through this “atom sifting” 
tube; to petmit Westinghouse research 
engineers. 4o-learn more about the break- 
up of. gases:, Employed» primarily ‘to 
study the” dissociation of gases by eléc- 
trotis and asa means of analyzing gas 
mixtures, it may prove helpful in the 
further development of various gas dis- 

harge ‘dev OS such as fluorescent lights 
ae mercury are lrectifiers.. These and 
similar new Westinghouse developments, k 
are continhally: improving customer sat- 
isfactié# und adding load to. your.Jines. 
WESTINGHOUSE, ELECTRIC & MANUFACTURING SOMPANY, BAST PITTSBURG, PAY 


Tune.inMusical Americana,” N. B,C. Blué.Network,-every Thursday signee 
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